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$1,773^27  for  cost-based  units. 
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Report  for  the  two  fiscal  years  ended  June  30,  1989  has  been  issued.  Copies  of  the  Single 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Insti- 
tutions for  the  two  fiscal  years  ended  June  30,  1990.   Included  in  this  report  are 
recommendations  concerning  federal  Medicaid  reimbursement,  billing  procedures, 
patient  accounts,  and  strengthening  control  systems.   The  department's  and 
Governor's  Office  written  responses  to  audit  recommendations  are  included  at  the 
end  of  the  audit  report. 

We  thank  the  director  and  his  staff  for  their  assistance  and  cooperation 
throughout  the  audit. 


Respectfully  submitted 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 

The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  agencies'  responses  thereto,  and  a  reference  to  the  supporting  comments. 

Recommendation  #1  We  recommend  the  department  review 

interim  rates  for  cost-based  units  and 
request  rate  changes  in  accordance  with 
state  regulations 10 

Agency  Response:   Concur.   See  page  61. 

Recommendation  #2  We  recommend  the  department  request 

the  Department  of  Social  and  Rehabili- 
tation Services  to  perform  timely  Medicaid 
settlements  for  the  cost-based  institutions 11 

Agency  Response:   Concur.   See  page  61. 

Recommendation  #3  We  recommend  the  department: 

A.  Implement  procedures  to  bill  for  Medicaid 
per  diem  within  five  days  after  the  end 

of  each  month 13 

Agency  Response:   Concur.   See  page  61. 

B.  Work  with  SRS  personnel  to  investigate 
alternative  billing  practices  which  would 

provide  more  timely  cost  recovery 13 

Agency  Response:  Concur.  See  page  62. 

Recommendation  #4  We  recommend  the  department  implement 

procedures  to  ensure  all  billable  services 
provided  to  residents  are  entered  into  the 
billing  system 14 

Agency  Response:   Concur.   See  page  62. 

Recommendation  #5  We  recommend  the  department  determine 

the  feasibility  of  establishing  a  system 
that  establishes  ancillary  service  fees 
based  on  the  cost  of  providing  the  services 15 

Agency  Response:   Concur.   See  page  62. 
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Summary  of  Recommendations 

Recommendation  #6  We  recommend  the  department: 

A.  Ensure  each  facility  establishes  adequate 
procedures  to  verify  charges  billed  by 

the  contract  pharmacy 17 

Agency  Response:   Concur.   See  page  62. 

B.  Ensure  physical  security  of  the  drugs 

at  Montana  State  Hospital  is  maintained 17 

Agency  Response:   Concur.   See  page  62. 

Recommendation  #7  We  recommend  the  Montana  Mental  Disabilities 

Board  of  Visitors: 

A.  Require  that  all  receipts  and  trip  reports 

be  returned  to  the  board  for  reconciliation 19 

Governor's  Office  Response:   Concur.   See  page  69. 

B.  Require  Montana  State  Hospital  personnel 
to  sign  for  patient  account  checks  to 

ensure  accountability 19 

Governor's  Office  Response:   Concur.   See  page  69. 

Recommendation  #8  We  recommend  the  Montana  Mental  Disabilities 

Board  of  Visitors  establish  procedures  to 
ensure  patients  are  eligible  for  Medicaid 
in  accordance  with  federal  regulations.    21 

Governor's  Office  Response:   Concur.   See  page  70. 

Recommendation  #9  We  recommend  the  department: 

A.  Reconcile  equipment  inventory  counts 
to  its  accounting  records  as  required 

by  state  policy 24 

Agency  Response:   Concur.   See  page  63. 

B.  Establish  procedures  to  update  its 

fixed  asset  records  in  a  timely  manner 24 

Agency  Response:   Concur.   See  page  63. 
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C.  Provide  appropriate  training  to  personnel 

responsible  for  counting  inventory 24 

Agency  Response:   Concur.   See  page  63. 

D.  Ensure  equipment  is  tagged  as  required 

by  state  policy 24 

Agency  Response:   Concur.   See  page  63. 

We  recommend  the  department  strengthen 

internal  control  procedures  related  to 

inventory 25 

Agency  Response:   Concur.   See  page  64. 

We  recommend  the  department  develop 

procedures  at  Montana  Developmental 

Center  to  ensure  all  purchases  of  supplies 

and  equipment  are  approved  by  the  fiscal 

services  director 26 

Agency  Response:   Concur.   See  page  64. 

We  recommend  the  department  establish 

effective  procedures  to  ensure  cash  is 

deposited  in  a  timely  manner  as  required 

by  state  law 27 

Agency  Response:   Concur.   See  page  65. 

We  recommend  the  department  implement 

procedures  to  improve  controls  over  the 

collection  and  safeguarding  of  cash 29 

Agency  Response:   Concur.   See  page  65. 

We  recommend  the  department  implement 

procedures  at  Swan  River  Forest  Camp  to 

more  effectively  segregate  duties  of 

personnel  responsible  for  resident  accounts 30 

Agency  Response:   Concur.   See  page  65. 
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Recommendation  #11 


Recommendation  #12 


Recommendation  #13 


Recommendation  #14 
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Recommendation  #15  We  recommend  the  department  establish 

a  control  system  at  Montana  State  Hospital 
over  the  issuance  of  keys  to  employees  at 
its  facilities 31 

Agency  Response:   Concur.   See  page  66. 

Recommendation  #16  We  recommend  the  department  implement 

procedures  to  ensure  that  Central  Payroll 
receives  only  approved  payroll  information 31 

Agency  Response:   Concur.   See  page  66. 

Recommendation  #17  We  recommend  the  department  work  with 

the  Department  of  Administration  to 
establish  state  policy  related  to  the 
abandonment,  maintenance,  and  transfer 
of  institution  buildings 33 

Agency  Response:   Concur.   See  page  66. 

Recommendation  #18  We  recommend  the  department  establish 

written  procedures  at  Montana  State 
Hospital  for  the  patient  employment 
program  to  ensure  the  program  complies 
with  current  federal  regulations 35 

Agency  Response:   Concur.   See  page  66. 

Recommendation  #19  We  recommend  the  department  report  ail 

allegations  of  resident  abuse  at  Montana 
Developmental  Center  in  accordance  with 
state  law 36 

Agency  Response:   Concur.   See  page  67. 

Recommendation  #20  We  recommend  the  department  report  all 

taxable  income  provided  to  employees  on 
Form  W-2  in  accordance  with  IRS  regulations 37 

Agency  Response:   Concur.   See  page  67. 

Recommendation  #21  We  recommend  the  department  record 

operating  plans  on  the  Statewide 
Budgeting  and  Accounting  System  in 
compliance  with  state  appropriation  laws 38 

Agency  Response:   Concur.   See  page  67. 
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Recommendation  #22 


We  recommend  the  department: 


Recommendation  #23 


Recommendation  #24 


Recommendation  #25 


Follow  state  policy  at  the  Montana 
State  Prison  related  to  the  use  of 
the  contingent  revolving  fund.    .  .  . 


39 


Agency  Response:   Concur.   See  page  67. 

B.     Consider  whether  the  authorized 
amount  of  the  contingent  revolv- 
ing fund  at  the  Montana  State 
Prison  is  excessive  based  on  the 
needs  for  unanticipated  expenses.   .  . 


39 


Agency  Response:   Concur.   See  page  67. 

We  recommend  the  department  ensure 
travel  expense  reimbursements  are  allow- 
able according  to  state  laws  and  regu- 
lations  


40 


Agency  Response:   Concur.   See  page  68. 

We  recommend  the  department  establish 
procedures  to  improve  the  review  of 
accounting  documents  to  ensure  the 
financial  activity  recorded  on  SBAS  is 
in  accordance  with  state  law  and  policy.  , 


42 


Agency  Response:   Concur.   See  page  68. 

We  recommend  the  department  investigate 
at  the  Center  for  the  Aged  the  possibility 
of  investing  some  of  the  residents'  savings 
in  a  certificate  of  deposit 


42 


Agency  Response:   Concur.   See  page  68. 
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Introduction 


Introduction  and  Scope  We  performed  a  financial-compliance  audit  of  the  Department 

of  Audit  q{  Institutions  for  the  two  fiscal  years  ended  June  30,  1990.    The 

facilities  included  in  this  department  audit  are  the  department's 
central  operations  (ICO),  Montana  Developmental  Center 
(MDC),  Center  for  the  Aged  (CFA),  Eastmont  Human  Services 
Center  (EHSC),  Montana  State  Prison  (MSP),  Swan  River  Forest 
Camp  (SRFC),  Montana  Veterans'  Home  (MVH),  and  Montana 
State  Hospital  (MSH).   The  Board  of  Pardons  is  attached  to  the 
department  for  administrative  purposes  only.    In  addition  to 
accounting  for  ICO  operations,  ICO  accounts  for  the  activity  of 
the  Board  of  Pardons,  Women's  Correctional  Center,  two  pre- 
release centers,  probation  and  parole,  and  the  Intensive 
Supervision  Program.   The  department  also  contracts  for  services 
with  three  privately  operated  pre-release  centers,  five  regional 
mental  health  centers,  and  substance  abuse  programs  located 
throughout  the  state. 

The  objectives  of  the  audit  were  to: 

1.  Review  the  adequacy  of  the  department's  control  systems 
and  make  recommendations  for  the  improvement  of  man- 
agement and  internal  controls  of  the  department. 

2.  Determine  if  the  department  complied  with  applicable  state 
and  federal  laws  and  regulations. 

3.  Determine  if  the  department's  financial  schedules  present 
fairly,  in  accordance  with  state  accounting  policy,  the 
results  of  operations  for  the  audit  period. 

4.  Determine  implementation  status  of  recommendations  from 
the  prior  audit. 

This  report  contains  23  recommendations  to  the  department  and 
two  recommendations  to  the  Governor's  Office  Mental  Disabili- 
ties Board  of  Visitors.    Areas  of  concern  deemed  not  to  have  a 
significant  effect  on  the  successful  operation  of  department 
programs  are  not  specifically  included  in  the  report,  but  have 
been  discussed  with  management.    In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if  signifi- 
cant, of  implementing  the  recommendations  in  this  report. 
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Introduction 


Background 


During  our  audit  period  the  department  consisted  of  the  direc- 
tor's office  and  three  Helena  divisions,  plus  various  institutions 
located  throughout  the  state.    In  October  1990  the  department 
reorganized.    The  department  now  consists  of  the  Central 
Operations  Program,  Corrections  Division,  Mental  Health 
Division,  and  Alcohol  and  Drug  Abuse  Division.   Tables  1  and  2 
on  pages  5  and  6  provide  information  concerning  the  average 
daily  populations  of  department  facilities  and  department  full- 
time  equivalent  employees. 


The  Central  Operations  program  is  comprised  of  the  Director's 
Office,  Management  Services  Division,  Special  Services 
Division,  and  the  Board  of  Pardons.    The  Director's  Office 
provides  the  policy  making,  legal,  clerical,  and  personnel 
support  for  the  department.    The  Management  Services  Division 
is  comprised  of  the  Fiscal,  Reimbursement,  and  Information 
Services  Bureaus.   These  three  bureaus  provide  policy  direction, 
control  and  support  to  the  department  in  the  areas  of  budgeting, 
accounting,  payroll,  property  and  supply  management,  federal 
and  third  party  reimbursements,  and  computer  information 
systems.    The  Board  of  Pardons  program  oversees  Montana's 
inmate  parole  &  furlough  programs.    The  board  also  reviews 
requests  for  executive  clemency  and  makes  recommendations  to 
the  Governor  concerning  those  requests.   The  institutions 
supervised  by  the  Special  Services  Division  include  the 
following: 

1.  The  Montana  Developmental  Center  at  Boulder  is  an  inter- 
mediate care  facility  which  provides  individualized  treat- 
ment for  developmentally  disabled  individuals. 

2.  Eastmont  Human  Services  Center  at  Glendive  is  an  inter- 
mediate care  facility  for  the  mentally  retarded  which 
provides  care  and  training  programs  for  mentally  retarded 
persons. 

3.  The  Montana  Veterans'  Home  at  Columbia  Falls  provides 
domiciliary  and  nursing  care  for  honorably  discharged 
veterans  and  their  spouses  who  are  unable  to  earn  a  liveli- 
hood by  reason  of  such  service  or  because  of  age. 
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The  Corrections  system  provides  for  the  administration, 
management,  and  coordination  of  adult  correctional  services  in 
Montana.   The  system  is  comprised  of  an  operations  staff  that 
provides  overall  supervision,  direction  and  guidance  for 
Montana's  adult  correctional  system.    The  system  is  also 
comprised  of  the  Community  Corrections  Service,  Industries  and 
Training,  and  Adult  Institutional  Services  components.   The 
Community  Corrections  Service  component  provides  probation 
and  parole  supervision  services,  operates  five  pre-release 
centers,  two  Intensive  Supervision  Programs,  which  operate  as 
community-based  alternatives  to  prison,  and  the  Supervised 
Release  Program  that  allows  community  supervision  of 
qualifying  inmates.   The  Industries  and  Training  component 
includes  ranch  and  dairy,  prison  industries,  and  industries 
training  operations,  and  the  license  plate  factory.   The  Adult 
Institutional  Services  component  is  comprised  of: 

1.  Montana  State  Prison  at  Deer  Lodge  provides  facilities  for 
the  custody,  treatment,  training  and  rehabilitation  of  adult 
male  criminal  offenders.    Initially  established  as  a  federal 
prison  in  1873,  the  prison  facilities  were  transferred  to  the 
state  when  Montana  was  granted  statehood  in  1889. 

2.  Swan  River  Forest  Camp  is  a  minimum  security  correction 
facility  for  inmates  transferred  from  the  men's  prison  who 
are  25  years  of  age  or  younger.   The  inmates  work  with  the 
Department  of  State  Lands  and  are  involved  in  several 
forestry  programs. 

3.  The  Women's  Correctional  Center,  located  at  Montana  State 
Hospital  on  the  Warm  Springs  campus,  provides  facilities 
for  adult  female  offenders.   The  facility  superintendent 
reports  to  the  Corrections  Division  administrator. 

The  Mental  Health  system  develops  and  maintains  a  compre- 
hensive system  which  provides  treatment,  rehabilitation  and 
support  services  for  psychiatrically  disabled  persons.    The 
system  is  comprised  of  three  components:    1)  the  operations 
component  that  provides  management  and  coordination  of  the 
entire  system,  2)  the  community  mental  health  services 
component  which  provides  community  based  services  to  children 
and  adults  throughout  Montana  by  five  regional  community 
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mental  health  centers,  and  3)  the  inpatient  services  component 
which  is  comprised  of: 

1.  The  Montana  State  Hospital  located  at  Warm  Springs  and 
Galen  provides  evaluation  and  psychiatric  treatment  for 
persons  who  are  mentally  ill.   The  hospital  also  treats 
patients  who  have  tuberculosis  or  silicosis  and  is  licensed  to 
provide  acute  hospital  and  intermediate  nursing  care. 

2.  The  Center  for  the  Aged  at  Lewistown  is  a  long-term  care 
facility  for  older  people  with  aging-related  diseases,  who 
are  experiencing  a  mental  disability  requiring  a  level  of  care 
not  otherwise  available  in  the  community.    Residents  must 
be  at  least  55  years  of  age,  ambulatory,  and  not  in  need  of 
intensive  psychiatric  care. 

The  Chemical  Dependency  system  is  responsible  for  all  major 
management  functions  for  chemical  dependency  services  in  the 
state.   The  system  is  composed  of  an  operations  component  to 
administer  statewide  chemical  dependency  services,  a 
community  services  component  that  is  comprised  of  publicly 
supported  chemical  dependency  services  in  Montana 
communities,  and  the  in-patient  services  component  which 
consists  of  the  Alcohol  Service  Center  and  the  Lighthouse 
Chemical  Dependency  Center  on  the  Galen  campus. 

Average  populations  of  the  department's  facilities  in  the  past 
five  fiscal  years  are  shown  in  the  following  table. 
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Table 

1 

Average  Dai  ly 

Population 

Fiscal  Year 

1985-86 

1986-87 

1987-88 

1988-89 

1989-90 

Corrections  Systeni: 

Alternative,  Inc.,  Billings* 

21.17 

24.35 

30.48 

29.34 

30.32 

Billings  Life  Skills  Center 

9.34 

10.59 

9.58 

11.14 

11.59 

Butte  Pre-release  Center* 

25.49 

26.08 

32.22 

33.51 

34.26 

Great  Falls  Pre-release  Center* 

23.27 

25.30 

27.46 

29.22 

32.24 

Missoula  Life  Skills  Center 

22.76 

23.88 

23.36 

24.11 

24.76 

Women's  Correctional  Center 

30.05 

34.42 

35.23 

46.34 

53.28 

Probation  and  Parole** 

2,935.00 

3,149.00 

3,219.00 

3 

,192.00 

3 

,494.00 

Intensive  Supervision  Program 

0.00 

0.00 

5.80 

16.00 

29.40 

Montana  State  Prison 

907.18 

925.49 

957.41 

1 

,031.90 

1 

,097.24 

Swan  River  Forest  Camp 

51.21 

49.38 

49.11 

50.19 

52.31 

Total 

4,025.47 

4,268.49 

4,389.65 

4 

,463.75 

4 

,859.40 

Mental  Health  System: 

Center  for  the  Aged 

170.56 

166.76 

168.66 

163.25 

152.04 

Warm  Springs  Campus 

301.50 

287.58 

287.92 

286.58 

292.83 

Mental  Health  Comnunity  Serv.** 

7,756.00 

7.526.00 

7,248.00 

6 

,919.00 

6 

841.00 

Total 

8,228.06 

7,980.34 

7,704.58 

7 

,368.83 

7 

285.87 

Chemical  Dependency  System: 

Galen 

171.50 

170.08 

177.83 

172.50 

162.42 

Alcohol  and  Drug  Community  Serv.** 

1.806.00 

1.725.00 

1,706.00 

1 

628.00 

1 

562.00 

Total 

1,977.50 

1,895.08 

1,883.83 

1 

800.50 

1 

724.42 

Developmental  Disability  System: 

Eastmont  Human  Services  Center 

53.00 

53.33 

54.24 

54.49 

54.09 

Montana  Developmental  Center 

201.87 

202.51 

194.76 

185.50 

181.05 

Total 

254.87 

255.84 

249.00 

239.99 

235.14 

Veteran's  Nursing  Home  Program 

Montana  Veterans'  Home 

125.40 

131.53 

131.77 

127.80 

123.84 

Total 

125.40 

131.53 

131.77 

127.80 

123.84 

TOTAL  DEPARTMENT  OF  INSTITUTIONS 
♦Facilities  operated  under  contract  i. 

14.611.30 

14,531.28 
nt. 

14,358.83 

14 

000.87 

IL 

228.67 

nth  the  departme 

••Figures  reflect  caseloads  for  each 

fiscal  year. 

Source:   Compiled  by  the  Department 

of  Institutions 
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The  following  table  shows  the  department  employment  in 
number  of  full-time  equivalent  employees  for  fiscal  years  1988- 
89  and  1989-90. 


Tabl 

e  2 

Full 

■Time  Equiva 

tent  Empl 

oyees 

FYE 

1988-89 

FYE 

1989-90 

Budgeted 

Vacant 

Budgeted 

Vacant 

Central  Operations 

Director's  Office 

9.00 

2.00 

9.00 

1.00 

Management  Services  Division 

28.00 

3.50 

26.00 

0.00 

Board  of  Pardons 

4.00 

0.00 

4.00 

0.00 

Total 

41.00 

5.50 

39.00 

1.00 

Corrections  Division 

Corrections  Division 

101.11 

2.00 

120.35 

6.00 

Montana  State  Prison 

411.75 

20.51 

424.51 

13.45 

Swan  River  Forest  Camp 

25.83 

0.00 

25.83 

0.00 

Total 

538.69 

22.51 

570.69 

19.45 

Mental  Health  Division 

Mental  Health  Central  Office 

4.95 

1.00 

6.57 

1.12 

Montana  State  Hospital 

720.00 

31.65 

713.74 

26.09 

Center  for  the  Aged 

98.84 

4.10 

109.60 

6.07 

Total 

823.79 

36.75 

829.91 

33.28 

Alcohol  and  Drug  Abuse  Division 

Alcohol  and  Drug  Abuse  Central  Off 

ice 

9.00 

1.00 

9.32 

.50 

Total 

9.00 

1.00 

9.32 

.50 

Special  Services  Division 

Special  Services 

1.00 

.00 

1.00 

.00 

Montana  Developmental  Center 

445.65 

23.75 

458.38 

33.30 

Eastmont  Human  Services  Center 

92.52 

10.00 

99.04 

8.90 

Montana  Veterans'  Home 

81.30 

5.18 

86.40 

2.00 

Total 

620.47 

38.93 

644.82 

44.20 

TOTAL  DEPARTMENT 

2,032.95 

104.69 

2.093.74 

98.43 

Source:  Compiled  by  the  Department 

of  Institutions 
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Pnor  Audit  Recommen-  Our  office  performed  the  department's  financial-compliance 

**^t>ons  audit  for  the  two  fiscal  years  ended  June  30,  1988.    The  prior 

audit  report  contained  22  recommendations  the  department  con- 
curred with  which  are  still  applicable  to  department  operations. 
The  department  implemented  13  recommendations,  partially 
implemented  five,  and  did  not  implement  four.    Eight  of  the 
nine  recommendations  not  fully  implemented  are  discussed  in 
various  sections  of  the  report  as  shown  below. 

Summarv  of  Prior  Audit  Recommendations 
Partially  (P)  or  Not  (N)  Implemented 

Report  Section 

Unreported  Services 
Ancillary  Service  Fees 
Pharmacy  Controls 

Inventory  of  Equipment  and  Supplies 
Segregation  of  Duties  Over  Inventory 
Assets 

Timely  Deposits  &  Other  Cash  Controls 
Segregation  of  Duties  Over  Cash 
Accounting  Issues 


Discussed 

Status 

on  Page 

N 

13 

N 

14 

P 

15 

P 

21 

P 

24 

N 

26 

N 

29 

P 

40 
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Reimbursements 


Background 


State  law  requires  the  department  to  collect  and  process  the  care 
and  maintenance  and  other  ancillary  services  payments  for  the 
care  of  residents  at  MSH,  MDC,  MVH,  CFA,  and  EHSC.    The 
department  collects  reimbursement  revenue  from  residents  or 
financially  responsible  parties,  insurance  companies,  the  U.S. 
Veterans'  Administration,  Medicaid,  and  Medicare.   The  depart- 
ment recorded  the  following  revenues  for  services  rendered  to 
residents. 


Reimbursement  Revenue 


Institution 


Fiscal  Year 
1988-89 


Fiscal  Year 
1989-90 


Montana  Developmental  Center 
Montana  State  Hospital 
Montana  Center  for  the  Aged 
Eastmont  Human  Services 

Center 
Montana  Veterans'  Home 
Total 


$  9,610,113 
2,702,802 
1,907,602 

1,921,817 
1.031.000 
$17.173,334^ 


$  7,286,416 
2,437,648 
1,597.238 

1,417,719 

1.082.021 

$13,821,042 


In  fiscal  year  1988-89,   the  department  recorded  $4,282,311   of  General 
Fund  matching  funds  from  the  Department  of  Social   and  Rehabilitation 
Services  as  reimbursement   revenue.      The  Medicaid  reimbursements  to  the 
department  did  not   include  the  General   Fund  match   in  fiscal  year  1989- 
90.     See  Independent  Auditor's  Report  on  page  45. 

Source:  Compiled  by  the  Office  of   the  Legislative  Auditor  from  the 

Statewide  Budgeting  and  Accounting  System. 


The  various  institutions  provide  ICO  with  care  information, 
days  of  residency,  and  information  concerning  other  services 
provided  to  residents  or  patients.    This  information  is  input  to 
the  department's  Management  Information  System  (MIS).    Each 
month  the  MIS  accumulates  the  services  by  resident,  computes  a 
price  for  each  service  based  on  a  standard  rate,  and  provides  an 
itemized  statement  of  charges  for  each  resident. 

Department  personnel  in  Helena  review  the  monthly  statements 
and  bill  appropriate  responsible  parties.    The  MIS  tracks  the 
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services  billed  and  payments  received  and  provides  accounts 
receivable  information  by  resident.   The  department  has  four 
ledger  types:    Medicaid,  Medicare,  insurance,  and  resident  or 
financially  responsible  party.   If  one  resource  denies  payment, 
the  unpaid  service  is  removed  from  that  ledger  and  entered  on 
the  next  available  ledger  until  all  eligible  sources  are  billed. 

The  following  sections  discuss  issues  related  to  the  reimburse- 
ment function  and  propose  methods  to  enhance  the  reimburse- 
ment system. 


Reimbursement  of  Cost- 
Based  Units 


MDC,  EHSC,  and  the  Long-Term  Care  Unit  at  MSH  are  classi- 
fied as  cost-based  units  under  the  Medicaid  program.   These 
units  receive  federal  Medicaid  payments  at  a  cost-based  rate  for 
care  and  maintenance  of  eligible  residents.   The  Department  of 
Social  and  Rehabilitation  Services  (SRS)  establishes  an  interim 
rate  for  each  unit  based  on  the  amount  appropriated  to  SRS  for 
Medicaid.    Actual  payment  rates  are  not  final  until  units  submit 
cost  reports  for  the  fiscal  year  and  SRS  audit  staff  perform  desk 
reviews  and  settle  on  the  reports.   The  following  two  report  sec- 
tions discuss  concerns  related  to  the  established  interim  rates  and 
the  settlement  process. 


Interim  Rates 


We  determined  the  interim  Medicaid  reimbursement  rates  estab- 
lished by  SRS  were  insufficient  to  cover  the  allowable  costs  of 
the  cost-based  units.   Medicaid  paid  these  units  less  than  it 
should  have  by  an  estimated  $429,512  for  fiscal  year  1988-89 
and  $1,343,815  in  fiscal  year  1989-90. 


Section  46.12.1210(1)  of  the  Administrative  Rules  of  Montana 
(ARM)  provides  procedures  to  contest  the  interim  rates  set  by 
SRS.   SRS  refers  to  the  ARM  provision  in  letters  sent  out  each 
fiscal  year  notifying  the  units  of  the  interim  rates.    SRS  officials 
indicated  the  department  has  not  used  the  ARM  provision  to 
make  a  formal  request  to  review  or  change  interim  rates. 
Department  personnel  said  they  have  not  considered  making  a 
formal  request  even  though  they  realize  the  interim  rates  are  too 
low. 
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If  the  department  had  made  a  request  to  SRS  to  review  the 
interim  Medicaid  rates  set  by  SRS  in  accordance  with  ARM 
46-12.1210(1),  and  received  a  rate  closer  to  the  unit's  actual 
cost,  the  state  could  have  received  $1,773,327  additional  federal 
money  and  relied  less  on  General  Fund  support.    In  addition, 
because  settlement  procedures  on  the  interim  rates  have  not 
been  performed,  the  state  lost  General  Fund  interest  earnings 
estimated  at  $216,000  as  discussed  in  the  following  section. 


Recommendation  #1 

We  recommend  the  department  review  interim  rates  for 
cost-based  units  and  request  rate  changes  in  accordance 
with  state  regulations. 


Settlement  Procedures  As  of  February  1991,  SRS  has  not  performed  settlement  proce- 

dures to  determine  actual  rates  for  the  cost- based  units  since 
fiscal  year  1984-85  for  MDC  and  fiscal  year  1985-86  for  EHSC. 
The  Long-Term  Care  Unit  at  MSH  became  a  cost-based  unit  in 
fiscal  year  1989-90.   The  settlement  process  for  this  unit  should 
take  place  in  fiscal  year  1990-91.   Because  SRS  has  not  settled 
on  $429,512  of  fiscal  year  1988-89  and  $1,343,815  of  fiscal  year 
1989-90  Medicaid  funds  due  to  the  department  as  discussed  in 
the  preceding  section,  the  state  General  Fund  lost  interest  earn- 
ings estimated  at  $2)6,000.   The  state  General  Fund  loses  inter- 
est earnings  estimated  at  $14,000  for  each  month  that  the 
settlement  is  delayed  because  the  federal  reimbursements  would 
be  placed  in  the  General  Fund. 

Section  46.12.1208,  ARM,  specifies  the  filing  period  of  an  insti- 
tution cost  report  as  90  days  after  the  end  of  the  fiscal  year. 
Section  46.12.1209(4)  ARM  states: 

In  the  event  an  underpayment  has  occurred,  the 
department  (SRS)  will  reimburse  the  provider  promptly 
following  the  department's  determination  of  the 
amount  of  the  underpayment. 
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The  administrative  rules  do  not  provide  guidance  to  SRS  on 
what  constitutes  a  reasonable  time  to  settle  on  Medicaid  claims. 
SRS  officials  indicated  they  have  not  determined  actual  rates  for 
the  past  years  for  these  institutions  because  it  has  not  been  a 
priority  for  its  audit  staff.    Because  the  state  General  Fund  is 
losing  interest  earnings  at  a  rate  of  $14,000  per  month,  SRS 
should  settle  on  a  final  reimbursement  rate  in  a  timely  manner. 


Recommendation  #2 

We  recommend  the  department  request  the  Department  of 
Social  and  Rehabilitation  Services  to  perform  timely 
Medicaid  settlements  for  the  cost-based  institutions. 


Untimely  Medicaid  Per 
Diem  Reimbursement 


The  department  charges  a  per  diem  rate  for  daily  care  and 
maintenance  of  residents  in  treatment  facilities.    We  examined 
the  monthly  care  and  maintenance  bills  for  Medicaid  reimburse- 
ment processed  in  fiscal  year  1989-90.    We  found  the  depart- 
ment took  an  average  of  58  days  after  the  end  of  each  month 
before  billing  Medicaid  for  per  diem.   The  population  of 
Medicaid  eligible  residents  at  various  institutions  remains 
relatively  stable  each  month,  and  since  Medicaid  reimburses  the 
department  a  set  rate  for  per  diem,  the  department  should  not 
need  more  than  a  few  days  after  each  month  end  to  bill  for 
these  services.    Department  officials  indicated  they  believe  the 
Medicaid  per  diem  bills  could  be  prepared  within  five  days  after 
the  end  of  each  month. 


The  department  receives  in  excess  of  $9.5  million  each  fiscal 
year  in  federal  Medicaid  per  diem  reimbursements.    We  estimate 
the  delay  in  billing  the  per  diem  to  Medicaid  caused  the  state 
General  Fund  to  lose  $131,000  in  interest  earnings  each  year.    If 
the  department  billed  weekly  instead  of  monthly  for  these  ser- 
vices, the  state  General  Fund  could  earn  an  additional  $22,000 
of  interest  earnings  each  year. 
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Current  department  procedure  is  to  first  determine  the  amount 
to  bill  the  resident  or  responsible  party  based  on  the  resident's 
ability  to  pay  determination.    This  billing  information  is  then 
used  to  determine  the  amount  of  per  diem  to  bill  Medicaid. 
This  procedure  is  used  because  the  ability  to  pay  fluctuates  as 
resident  income  changes.   Personnel  indicated  it  would  be 
possible  to  prepare  the  Medicaid  billings  based  on  the  previous 
month  information  and  then  prepare  an  adjustment  claim  to 
correct  the  bills  when  all  current  information  is  available  at  the 
end  of  the  month.    Department  personnel  believe  this  would 
create  additional  workload  but  would  not  require  additional 
FTE. 

SRS  Medicaid  Division  personnel  indicated  that  under  the  cur- 
rent Medicaid  fiscal  intermediary  contract  the  programming 
changes  required  to  accommodate  weekly  billings  would  cost  the 
state  more  money  than  the  anticipated  interest  earnings.    How- 
ever, the  personnel  indicated  that  when  the  current  contract 
expires  in  fiscal  year  1992-93,  a  provision  for  weekly  billing  for 
the  Department  of  Institutions  could  be  written  into  the  new 
contract  bid  specifications.   SRS  personnel  believe  such  a  provi- 
sion would  not  increase  the  cost  of  the  data  processing  contract 
and  could  speed  up  the  flow  of  federal  funds  into  the  state 
treasury. 

Department  of  Institutions  officials  indicated  another  option 
may  be  for  Medicaid  to  allow  the  department  to  bill  prospec- 
tively for  per  diem.    Prospective  billing  for  per  diem  may  allow 
the  state  to  bill  Medicaid  at  the  beginning  of  a  month  for 
services  to  be  provided  during  that  month.    Payment  for  the 
services  may  be  received  during  the  middle  of  the  month,  thus 
eliminating  lost  interest  due  to  untimely  reimbursement. 
Department  officials  have  indicated  that  other  states  such  as 
New  York  and  California  have  established  this  type  of  Medicaid 
reimbursement  system. 
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Recommendation  #3 

We  recommend  the  department: 

A.  Implement  procedures  to  bill  for  Medicaid  per  diem 
within  five  days  after  the  end  of  each  month. 

B.  Work  with  SRS  personnel  to  investigate  alternative 
billing  practices  which  would  provide  more  timely 
cost  recovery. 


Unreported  Seryices  According  to  section  53-1-402,  MCA,  the  department  is 

required  to  assess  and  collect  per  diem  and  ancillary  charges  for 
care  of  residents.   We  tested  40  out  of  an  estimated  24,000 
monthly  statements  of  services  provided  to  residents  of  treat- 
ment facilities  and  noted  the  following  instances  of  noncom- 
pliance with  this  statute. 

Five  statements  out  of  twelve  tested  at  MSH  did  not  include 
charges  for  some  doctor  visits. 

Two  statements  out  of  eight  tested  at  MDC  did  not  include 
charges  for  speech  or  physical  therapy. 

In  addition,  in  a  separate  sample  at  the  MSH  intake  unit  we 
found  three  out  of  four  statements  tested  did  not  contain 
charges  for  some  medical  or  psychiatric  e.xams. 

We  verified  the  doctor  visits  and  therapy  services  were  provided 
by  a  review  of  the  patient's  medical  charts.    As  a  result,  the 
$651  value  of  these  services  was  not  entered  on  the  department's 
billing  system.    If  the  department  had  billed  responsible  parties 
for  these  services,  it  may  have  collected  additional  revenue. 

Department  personnel  gave  the  following  reasons  why  not  all 
services  provided  to  patients  are  listed  on  the  statement  of 
charges. 
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Doctors  and  staff  do  not  fill  out  charge  slips  on  a  consistent 
basis  and  services  provided  are  not  tracked  by  the  units  to 
ensure  services  provided  are  billed. 

A  number  of  doctors  are  on  contracts  for  two-week  periods. 
These  doctors  are  not  familiar  with  procedures  and  are  gone 
before  staff  can  obtain  the  doctor's  signature  required  on 
charge  slips. 

When  ward  clerks  are  absent,  backup  personnel  are  not 
familiar  with  procedures  to  ensure  all  services  are  reported. 

In  our  previous  audit,  we  found  similar  instances  where  doctor 
visits  were  not  included  on  the  patient's  statement  of  charges. 
As  a  result,  we  recommended  the  department  implement  proce- 
dures to  ensure  all  billable  services  provided  to  residents  are 
entered  into  the  billing  system.    The  department  concurred  with 
the  recommendation,  but  procedures  implemented  were  not 
effective.   The  department  should  designate  specific  personnel 
at  the  units  who  have  the  responsibility  to  ensure  charge  slips 
are  completed  for  all  services  rendered.    In  addition,  a  reason- 
ableness test  of  services  billed  could  also  be  performed  to  detect 
unbilled  services. 


Recommendation  #4 

We  recommend  the  department  implement  procedures  to 
ensure  all  billable  services  provided  to  residents  are  entered 
into  the  billing  system. 


Ancillary  Service  Fees  The  department  bills  for  ancillary  services  provided  to  residents 

of  treatment  centers.   The  services  provided  include  laboratory 
fees,  x-rays,  and  physician  services.   The  department  billed 
approximately  $500,000  for  ancillary  services  in  each  fiscal  year 
of  the  audit  period.   Section  53-1-401(1),  MCA,  defines  an 
ancillary  charge  as  the  expense  of  providing  identifiable,  direct 
resident  services.   Section  53-1-405,  MCA,  requires  the  depart- 
ment to  charge  residents  for  ancillary  services. 
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The  department  sets  billing  rates  for  services  based  on  allowable 
rates  established  by  Medicaid,  rather  than  the  actual  expense  of 
providing  the  service.    If  Medicaid  has  not  established  a  rate  for 
a  service,  the  department  will  set  the  rate  based  on  fees  charged 
by  other  organizations  for  similar  services. 

The  department  does  not  determine  the  cost  of  providing 
services  in  accordance  with  state  law.    Department  personnel 
indicated  they  do  not  have  the  capability  to  establish  a  system  to 
determine  the  cost  of  providing  a  service  and  the  corresponding 
billing  rate.    Department  personnel  believe  establishing  rates 
based  on  the  cost  of  providing  services  would  increase  reim- 
bursement revenue.    It  was  not  practical  for  us  to  calculate  the 
effect  of  this  issue  on  state  revenues. 

This  issue  has  been  addressed  in  the  last  four  audits  of  the 
department.    We  recommended  the  department  perform  a  feasi- 
bility study  to  determine  the  cost  of  establishing  a  cost 
accounting  system.   The  department  concurred  with  our  prior 
recommendations  and  obtained  a  bid  for  $4,875  from  a  CPA 
firm  to  perform  such  a  study;  however,  no  study  has  been  per- 
formed.   Department  personnel  believed  they  did  not  have  the 
funds  available  to  perform  the  study. 


Recommendation  #5 

We  recommend  the  department  determine  the  feasibility  of 
establishing  a  system  that  establishes  ancillary  service  fees 
based  on  the  cost  of  providing  the  services. 


Pharmacy  Controls  The  department  contracts  for  pharmacy  services  at  Montana 

State  Hospital,  Montana  Veterans'  Home,  Center  for  the  Aged, 
and  Montana  Developmental  Center.    The  pharmacy  contractor 
maintains  records  of  prescription  transactions  and  bills  each 
institution  monthly.    Department  procedures  require  each  insti- 
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tution  to  reconcile,  on  a  test  basis,  the  contractor's  bills  for 
drugs  dispensed  to  the  patients'  medical  charts  to  verify  whether 
the  amount  billed  by  the  contractor  is  reasonable. 

We  found  MSH  and  MVH  do  not  complete  these  reconciliations. 
MSH  personnel  take  a  sample  of  drugs  dispensed  according  to 
the  pharmacist's  bill  and  compare  it  to  the  patients'  charts,  but 
differences  noted  are  not  reconciled.    In  fiscal  year  1989-90, 
MSH  and  MVH  paid  $234,875  and  $77,828,  respectively,  to  the 
contractor  for  drugs.    MSH  personnel  stated  the  procedure  was 
still  new  and  has  not  been  a  priority.    MVH  does  not  have 
procedures  to  reconcile  bills  to  the  medical  charts,  even  on  a 
sample  basis.    MVH  personnel  believe  a  reconciliation  process 
would  be  too  time  consuming  based  on  the  complexity  of  the 
pharmacists'  bills.    Inaccuracies  in  the  pharmacists'  bills  could 
result  in  the  state  paying  more  than  is  necessary  for  drugs. 

The  department  concurred  with  our  prior  audit  recommendation 
to  establish  procedures  to  verify  the  drug  charges  billed  by  the 
contract  pharmacy.    We  found  MDC  and  CFA  have  procedures 
in  place  to  verify  the  drug  charges  on  a  sample  basis.    MSH  and 
MVH  could  contact  these  units  for  guidance  on  how  to  establish 
appropriate  procedures. 

We  also  observed  weaknesses  in  physical  security  over  the  pre- 
scription medication  at  Montana  State  Hospital.   We  found  three 
medication  carts  out  of  the  six  we  examined  were  unlocked. 
The  medication  room,  where  the  carts  are  stored,  was  locked; 
however,  all  nurses  have  keys  to  this  room  (see  access  to 
facilities,  page  30).    Only  one  nurse  on  each  ward  is  responsible 
for  dispensing  drugs.   This  is  the  only  nurse  who  needs  to  have 
a  key  to  the  prescription  medication.    We  also  found  some  cases 
where  drawers  would  open  even  though  the  cart  was  locked, 
indicating  some  carts  were  not  in  good  working  order. 

Supervisory  personnel  were  not  aware  the  carts  were  not  always 
locked  and  that  carts  were  in  need  of  repair.    Personnel 
indicated  repairs  had  been  referred  to  the  contract  pharmacist 
who  is  responsible  for  maintenance  of  the  carts,  but  no  one  had 
ensured  the  repairs  were  completed.    The  department   concurred 
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with  our  previous  audit  recommendation  to  ensure  the  physical 
security  of  drugs  is  maintained.    Medicaid  regulations  require  all 
facilities  to  keep  drugs  secure  except  when  prepared  for  admin- 
istration.   Because  of  the  types  of  drugs  kept  in  the  carts,  it  is 
imperative  they  be  kept  secure  to  avoid  misuse  or  theft. 


Recommendation  #6 

We  recommend  the  department: 

A.  Ensure  each  facility  establishes  adequate  procedures 
to  verify  charges  billed  by  the  contract  pharmacy. 

B.  Ensure  physical  security  of  the  drugs  at  Montana 
State  Hospital  is  maintained. 


Patient  Accounts  The  Montana  Mental  Disabilities  Board  of  Visitors  (board)  of 

the  Governor's  Office  acts  as  custodian  for  patients  at  MSH  who 
do  not  have  a  legal  guardian  or  custodian.    Board  personnel 
working  from  an  office  located  on  the  MSH  campus  receive  and 
disburse  money  on  behalf  of  patients  and  account  for  the  money 
on  an  individual  patient  basis.   The  board  monitors  each 
patient's  account  balance  and  approves  the  spending  of  funds 
(called  a  spenddown)  so  patients  remain  eligible  to  receive 
Medicaid  benefits  (Catalog  of  Federal  Domestic  Assistance 
[CFDA]  #13.714).    Checks  written  by  the  board  are  picked  up  at 
either  the  board's  office  or  at  MSH  patient  accounts  office  by 
MSH  employees  who  shop  for  patients'  personal  items.    After 
the  shopping  trip  is  complete,  the  board  or  MSH  receives  copies 
of  purchase  receipts,  any  unspent  money,  and  a  completed 
shopping  trip  report.   The  following  two  report  sections  discuss 
problems  we  noted  during  our  review  of  this  system. 
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Controls  Over  Patient 
Moneys 


A  control  system  should  include  procedures  to  establish  account- 
ability and  document  the  disposition  of  all  patient  moneys.    The 
board  does  not  have  adequate  controls  to  ensure  that  checks 
written  for  patients'  personal  items  are  spent  for  the  patient  as 
approved.    Without  adequate  controls,  the  potential  increases  for 
funds  to  be  lost  or  misused. 


We  found  two  examples  where  the  board  did  not  have  receipts 
for  items  purchased  or  completed  shopping  trip  report  forms  to 
account  for  patient  moneys  spent.   The  checks,  report  forms, 
and  unspent  funds  were  returned  to  the  MSH  patient  account 
office  instead  of  to  the  board.    Board  personnel  said  that  when 
checks  are  picked  up  at  the  board's  office,  the  board  receives 
the  receipt  and  shopping  trip  report,  but  when  checks  are 
picked  up  at  MSH  the  receipts  and  shopping  trip  report  are 
returned  to  MSH.    When  the  board  issues  checks  for  the 
spending  of  funds  from  patient  accounts,  it  should  require  that 
all  receipts  and  trip  reports  be  returned  to  the  board  for 
reconciliation. 

The  employees  who  pick  up  the  patient  moneys  at  the  board's 
office  are  not  required  to  sign  for  the  checks.    The  board  loses 
accountability  for  the  patient  moneys  when  the  checks  are  taken 
out  of  its  office.    Board  employees  may  not  remember  who 
received  the  patient  money.    In  order  to  hold  an  individual 
accountable  for  the  money,  the  board  should  require  that  MSH 
employees  sign  a  receipt  for  the  checks. 

We  also  found  the  following  instances  that  indicate  a  delay 
occurred  between  the  time  checks  are  written  in  preparation  for 
the  shopping  trip  and  the  time  receipts,  unspent  funds,  and  trip 
reports  are  returned. 

A  check  written  to  a  patient  on  8-16-90  was  cashed  and 
partially  spent  on  9-24-90.    Money  orders  for  the  balance 
of  $224  were  not  purchased  until  10-29-90.    A  social 
worker  explained  the  balance  of  $224  in  cash  was  placed  in 
the  safe  on  the  Galen  campus  until  the  money  orders  were 
purchased. 
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A  check  written  on  5-31-90  specifically  identifies  a  spend- 
down  of  assets,  but  the  funds  were  not  spent  until  6-6-90. 

In  two  instances  the  shopping  trip  report  forms  were  not 
returned  within  one  working  day  of  the  shopping  trip  as 
indicated  on  the  report  form.    In  both  instances  the  report 
forms  were  not  returned  until  at  least  one  week  after  the 
trip. 

MSH  personnel  indicated  the  delay  in  the  spending  of  funds 
occurs  because  of  the  difficulty  in  arranging  a  convenient  time 
for  both  the  patient  and  staff  members  to  make  the  shopping 
trip.    Although  the  board  cannot  specify  when  the  shopping  trip 
will  occur,  the  board  should  not  issue  the  checks  until  the 
shopping  trip  is  scheduled  and  should  follow-up  with  MSH 
personnel  when  the  receipts  are  not  returned  in  a  timely  manner. 

The  board  has  a  fiduciary  responsibility  as  custodian  of  the 
accounts  to  ensure  all  cash  received  and  disbursements  made  on 
behalf  of  residents  are  appropriate  and  accounted  for  properly. 
The  board  should  perform  a  periodic  reconciliation  of  checks 
issued  to  documentation  of  use  and  require  MSH  personnel  to 
sign  for  checks. 


Recommendation  #7 

We  recommend  the  Montana  Mental  Disabilities  Board  of 
Visitors: 

A.  Require  that  all  receipts  and  trip  reports  be  returned 
to  the  board  for  reconciliation. 

B.  Require  Montana  State  Hospital  personnel  to  sign  for 
patient  account  checks  to  ensure  accountability. 
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Medicaid  Eligibility  Three  out  of  five  patient  accounts  we  reviewed  at  the  board 

were  for  patients  who  received  Medicaid  benefits  (CFDA 
#13.714).    Of  the  three  Medicaid  patient  accounts  reviewed,  we 
found  two  instances  where  patients'  asset  level  exceeded  the 
maximum  amount  allowed  by  federal  regulations  for  eligibility 
for  Medicaid  benefits.   The  state  Medicaid  plan  and  federal 
regulations  state,  the  patient  ".  .  .  must  be  within  the  resource 
limit  the  first  moment  of  the  first  day  of  the  month  to  be  eli- 
gible for  any  part  of  the  month." 

We  noted  the  patients'  checking  account  balances  exceeded  the 
maximum  level  allowed  so  the  patients'  were  not  eligible  and 
should  not  have  received  Medicaid  reimbursement  for  the 
month.    Medicaid  paid  care  and  maintenance  costs  of  $4,714  for 
these  patients  for  the  months  when  their  asset  levels  exceeded 
the  maximum.    In  one  of  the  cases,  a  check  written  by  the  board 
to  spend  down  a  patient's  assets  was  not  completely  spent  for 
more  than  two  months.   According  to  Medicaid  personnel,  if  a 
check  is  written  to  a  patient  but  the  funds  are  not  spent  as  of 
the  first  of  the  month,  the  patient  would  not  be  eligible  for 
Medicaid  for  the  month  since  the  check  would  be  a  countable 
resource.    As  a  result,  this  patient  was  not  eligible  for  two 
months. 

Board  personnel  indicated  they  monitor  asset  levels  when  the 
annual  re-determination  application  is  submitted  to  Medicaid 
and  at  various  times  throughout  the  year.    Additional  monitoring 
during  the  year  is  not  always  consistent.    Board  personnel 
indicated  they  understood  the  asset  requirement  to  mean  that  a 
patient's  assets  must  be  below  the  maximum  level  at  all  times 
during  the  month. 

Because  the  countable  assets  exceeded  the  maximum  amounts 
allowed  under  federal  regulations  the  patients  were  ineligible  for 
Medicaid  benefits.   Consequently,  we  question  the  allowability 
of  $4,714  in  Medicaid  federal  assistance.   The  board  should 
establish  procedures  to  ensure  that  patients  are  eligible  for 
Medicaid  in  accordance  with  federal  regulations. 
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Recommendation  #8 

We  recommend  the  Montana  Mental  Disabilities  Board  of 
Visitors  establish  procedurs  to  ensure  patients  are  eligible 
for  Medicaid  in  accordance  with  federal  regulations. 


Control  Weaknesses 


The  department's  responsibilities  include  establishing  and  main- 
taining adequate  systems  of  accounting  and  administrative  con- 
trols.  The  objectives  of  a  system  of  control  are  to  provide 
management  with  reasonable,  but  not  absolute,  assurance  that 
use  of  state  assets  is  consistent  with  laws,  regulations,  and 
policies;  and  reliable  data  is  obtained,  maintained,  and  fairly 
disclosed  in  management  reports.    Because  of  inherent  limita- 
tions in  any  system  of  control,  errors  or  irregularities  may  occur 
and  not  be  detected.   However,  a  good  system  of  control  reduces 
the  risk  of  such  errors  or  irregularities. 


During  our  audit  we  noted  weaknesses  in  the  department's  con- 
trol systems  over  inventory,  payment  authorization,  cash,  access 
to  facilities,  and  payroll.   The  significant  weaknesses  we  noted 
and  suggestions  for  improving  controls  are  discussed  in  the 
following  report  sections. 


Inventory  of  Equipment 
and  Supplies 


Several  of  the  department's  facilities  maintain  inventories  of 
various  items  including  food,  equipment,  office  and  kitchen 
supplies,  janitorial  items,  and  clothing.    The  department 
accounts  for  the  receipt,  disbursement,  and  inventory  balance  of 
these  items  on  the  Supply  Inventory  Monitoring  System  (SIMS). 
The  facilities  also  maintain  fixed  asset  records  on  SIMS  or  the 
state's  Property  Accountability  Management  System  (PAMS). 
SIMS  and  PAMS  are  the  detail  records  which  support  inventory 
and  fixed  asset  amounts  recorded  on  the  Statewide  Budgeting 
and  Accounting  System  (SBAS). 
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State  policy  requires  agencies  to  manage  and  account  for  the 
state's  investment  in  fixed  assets.   The  policy  requires  state 
agencies  to  record  all  fixed  assets  which  cost  in  excess  of  $1,000 
per  item.    During  our  prior  audit  we  recommended  the  depart- 
ment provide  personnel  additional  training  in  state  property 
accounting  policies,  implement  procedures  to  facilitate  timely 
recording  of  equipment  on  the  property  records,  and  ensure 
equipment  is  tagged. 

Equipment  At  June  30,  1990,  MDC  had  equipment  of  $1,738,008  recorded 

on  the  Statewide  Budgeting  and  Accounting  System  (SBAS). 
MDC  records  equipment  on  SIMS  by  location  within  the  center. 
During  fiscal  year  1989-90,  the  agency  performed  a  count  of  its 
equipment  but  did  not  reconcile  the  results  to  the  SIMS  records. 
We  reviewed  the  fiscal  year  1989-90  inventory  count  results  of 
equipment  and  found  the  SIMS  records  were  not  accurate.    MDC 
personnel  could  not  locate  62  items  recorded  on  SIMS  and  66 
items  counted  at  the  departments  were  not  included  on  SIMS. 
As  of  November  1990  the  agency  had  not  reconciled  the  results 
of  the  inventory  counts  to  the  SIMS  property  records. 

State  policy  (MOM  section  2-1710.46)  requires  that  adjustment 
and  reconciliation  of  records  will  take  place  after  the  counting 
of  equipment  is  complete  and  that  discrepancies  must  be 
thoroughly  investigated  and  reported.    Without  a  timely  identi- 
fication of  differences  between  SIMS  and  equipment  counts,  lost 
or  stolen  equipment  may  not  be  detected,  and  appropriate  action 
is  not  taken  to  determine  the  reasons  for  differences.    A  MDC 
official  indicated  the  agency  does  not  have  sufficient  personnel 
to  complete  the  inventory  of  equipment.   We  believe  the  center 
could  involve  other  personnel  in  the  inventory  taking  process 
without  significant  cost. 

MDC  personnel  indicated  they  have  not  received  property 
accounting  training.    State  policy  requires  agencies  to  record 
fixed  assets  on  a  subsidiary  accounting  system.   Because  the 
equipment  records  were  not  complete  at  fiscal  year-end  1989- 
90,  MDC  recorded  an  estimated  equipment  balance  on  SBAS 
that  is  not  supported  by  SIMS. 
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At  Central  Office  (ICO)  we  found  4  out  of  4  equipment  items 
tested  were  not  tagged  in  accordance  with  state  policy.   One  of 
the  equipment  items  was  not  recorded  on  the  Property  Account- 
ability Management  System  (PAMS)  until  six  months  after  pur- 
chase.  State  Policy  requires  assets  to  be  properly  tagged  and 
recorded  on  PAMS  in  a  timely  manner.    Untimely  recording  and 
tagging  of  equipment  impairs  the  ability  of  management  to 
properly  account  for  assets  and  increases  the  potential  for  assets 
to  be  lost  or  stolen.    Department  officials  indicated  the  indi- 
vidual responsible  for  recording  and  tagging  equipment  per- 
forms other  duties  which  require  priority  and  would  benefit 
from  additional  training. 

Inventory  Count  Training  We  observed  supplies  inventory  counts  performed  by  MDC  per- 

sonnel during  fiscal  year  1989-90.    Employees  performing 
inventory  counts  were  not  adequately  trained  or  supervised.    We 
test  counted  three  inventory  items  and  determined  all  were 
incorrectly  counted  by  the  inventory  teams.    In  total,  40  out  of 
462  inventory  items  were  incorrectly  counted.    MDC  officials 
indicated  recounts  were  necessary  due  to  counting  errors,  missed 
inventory  items,  and  incorrect  units  of  measure.    Accurate 
physical  inventory  counts  are  a  control  procedure  to  provide 
accurate  information  on  the  physical  condition  of  supply  inven- 
tory and  to  detect  theft  or  unauthorized  transfers.    To  ensure 
accuracy  of  count  results,  personnel  should  be  adequately 
trained  on  inventory  procedures. 
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Recommendation  #9 

We  recommend  the  department: 

A.  Reconcile  equipment  inventory  counts  to  its  account- 
ing records  as  required  by  state  policy. 

B.  Establish  procedures  to  update  its  fixed  asset  records 
in  a  timely  manner. 

C.  Provide  appropriate  training  to  personnel  responsible 
for  counting  inventory. 

D.  Ensure  equipment  is  tagged  as  required  by  state 
policy. 


Segregation  of  Duties  Over  During  our  review  of  the  control  systems  over  inventory,  we 

Inventory  Assets  noted  an  inadequate  segregation  of  duties.    A  similar  issue  was 

addressed  in  the  prior  audit  report.    At  MSH,  MDC,  and  MSP, 
employees  responsible  for  the  custody  of  warehouse  inventory 
are  also  responsible  for  recording  transactions  and  adjustments 
to  SIMS.   The  combination  of  the  custody  and  recordkeeping 
functions  places  personnel  in  a  position  to  perpetrate  and  con- 
ceal errors  or  irregularities  in  the  normal  course  of  their  duties. 
In  addition,  at  MDC  the  warehouse  supervisor  and  the  purchas- 
ing officer  both  order  and  receive  goods.    Different  personnel 
should  perform  the  ordering  and  receiving  functions  to  ensure 
goods  ordered  are  properly  authorized  and  received. 

At  MSH  personnel  responsible  for  the  custody  and  recordkeep- 
ing of  the  inventory  also  take  physical  counts  of  inventory 
items.  During  the  inventory  count  at  MSP  and  MDC,  the  com- 
pleted count  sheets  were  provided  to  the  warehouse  supervisor. 
The  lack  of  segregation  of  duties  between  custody  of  assets  and 
inventory  counts  increases  the  possibility  of  undetected  loss. 

Section  2-1210.00,    Montana  Operations  Manual  (MOM),  states 
that  no  one  person  should  perform  incompatible  functions.   State 
policy  also  recommends  the  functional  responsibilities  of 
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recordkeeping,  authorization,  operations  and  custodianship  be 
separated.   Section  2-1754.50,  MOM,  specifically  states  that 
"Persons  in  charge  of  stockroom  and/or  of  maintaining  perpetual 
inventory  records  should  not  be  in  charge  of  taking  physical 
inventories." 

Agency  personnel  indicated  the  segregation  weaknesses  have 
occurred  due  to  a  limited  number  of  personnel  available  to 
perform  counts.   We  believe  the  center  could  limit  the  ware- 
house manager's  access  to  the  count  sheets  and  have  other  people 
who  are  not  involved  in  the  warehouse  operation  participate  in 
the  inventory  count  without  additional  personnel.    In  addition, 
the  SIMS  data  entry  function  should  be  separated  from  the  cus- 
tody of  the  inventory  by  moving  it  from  the  warehouse  to  the 
accounting  office  or  ICO.   This  move  may  require  personnel  to 
be  reallocated,  but  should  not  require  additional  personnel. 


Recommendation  #10 

We  recommend  the  department  strengthen  internal  control 
procedures  related  to  inventory. 


Payment  Authorization  At  the  Montana  Developmental  Center  (MDC),  store  orders  for 

purchases  of  supplies  and  equipment,  which  totalled  over 
$1  million  in  fiscal  year  1989-90,  must  be  approved  by  the  fiscal 
services  director.    Accounting  personnel  do  not  always  receive  a 
copy  of  the  approved  store  order  when  paying  for  the  items.    As 
a  result,  accounting  personnel  must  rely  on  authorization  from 
the  warehouse  foremen  that  the  store  order  was  approved  by  the 
fiscal  services  director.   This  system  could  allow  warehouse 
personnel  to  order  supplies  and  equipment  without  the  required 
approval  from  the  fiscal  services  director.    Separation  of  the 
approval  and  receiving  functions  is  an  important  control  to 
ensure  that  employees  are  not  placed  in  a  position  to  perpetrate 
or  conceal  errors.   MDC's  system  of  controls  would  not  detect 
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the  absence  of  a  properly  approved  store  order  form.    We  noted 
one  instance  where  an  item  was  purchased  without  proper 
approval. 

The  center  should  provide  accounting  personnel  with  a  copy  of 
the  approved  store  order  with  each  billing  invoice  to  ensure 
payment  for  supplies  and  equipment  are  supported  by  required 
approval  from  the  fiscal  services  director. 


Recommendation  #11 

We  recommend  the  department  develop  procedures  at  Mon- 
tana Developmental  Center  to  ensure  all  purchases  of 
supplies  and  equipment  are  approved  by  the  fiscal  services 
director. 


Cash  Controls  Department  personnel  at  each  facility  are  responsible  for  estab- 

lishing controls  over  cash  collected  and  expended  for  that  facil- 
ity's operations.    In  addition,  state  policy  requires  agencies  with 
custodian  cash  accounts  to  adopt  control  procedures  to  safeguard 
the  cash.     During  our  audit  we  noted  the  following  concerns 
over  cash  controls. 

Timely  Deposits  Section  17-6-105(6),  MCA,  requires  state  agencies  to  deposit 

receipts  daily  when  coin  and  currency  exceeds  $100,  total 
receipts  exceed  $500,  or  at  least  weekly  if  the  other  conditions 
are  not  met.    In  our  review  of  cash  deposit  transactions  within 
the  department,  we  noted  instances  at  five  different  locations 
where  the  department  did  not  deposit  receipts  as  required  by 
state  law. 

1.      At  Montana  Developmental  Center  we  reviewed  the  receipt 
log  from  January  through  November  1990  and  noted  seven- 
teen instances  where  receipts  were  deposited  from  one  to 
three  days  after  the  $500  deposit  criteria  was  met.   The 
deposits  ranged  from  $593  to  $2,592. 
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2.  Swan  River  Forest  Camp  (SRFC)  does  not  always  deposit  on 
a  weei<ly  basis  or  when  daily  receipts  exceed  $500.    We 
noted  nine  instances  when  SRFC  did  not  deposit  weekly 
and  two  instances  when  receipts  exceeded  S500  and  deposits 
were  not  made  as  required  by  state  law. 

3.  Center  for  the  Aged  deposits  only  once  a  week  regardless  of 
the  amount  received.    We  noted  instances  in  which  the 
receipts  exceeded  the  $500  criteria. 

4.  At  the  Montana  State  Hospital  we  noted  an  instance  where 
$2,810  in  cash  and  $2,320  in  checks  was  not  deposited  until 
two  days  after  receipt.    In  addition,  the  receipts  were 
postdated  one  day  after  actual  receipt  which  misrepresents 
when  the  moneys  were  received. 

5.  The  Women's  Life  Skill  Center  deposits  once  a  week 
regardless  of  the  amount  of  receipts.   The  weekly  deposits 
range  from  $250  to  $2,500. 

In  our  prior  audit  report  we  recommended  the  department 
deposit  receipts  in  a  timely  manner  in  accordance  with  state  law. 
The  department  concurred  with  the  recommendation  and 
instructed  the  units  to  adhere  to  the  deposit  schedule  required 
by  state  law.   Timely  deposits  are  required  to  safeguard  cash 
against  theft  and  provide  timely  investment  of  funds.    Personnel 
responsible  for  handling  cash  noted  various  reasons  for  the 
untimely  deposits  including  the  preparation  of  deposits  not 
being  a  priority,  limiting  trips  to  town  during  banking  hours, 
and  unfamiliarity  with  the  deposit  law.    The  department  should 
establish  effective  procedures  to  ensure  cash  is  deposited  in  a 
timely  manner  in  accordance  with  state  law  and  enforce  compli- 
ance by  the  various  units. 


Recommendation  #12 

We  recommend  the  department  establish  effective  proce- 
dures to  ensure  cash  is  deposited  in  a  timely  manner  as 
required  by  state  law. 
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Other  Cash  Controls  We  also  noted  the  following  instances  where  implementing 

procedures  required  or  recommended  in  state  accounting  policy 
would  improve  safeguards  over  cash. 

1.  At  Montana  State  Hospital  we  noted  a  control  weakness 
related  to  certain  patient  account  cash  receipts.   When  the 
patients'  open  their  own  mail  that  contains  cash  or  checks 
the  patients  endorse  the  checks.   Then  a  staff  person  carries 
the  endorsed  checks  or  cash  to  the  accounting  office  where 
the  checks  are  restrictively  endorsed  and  a  receipt  written. 
MSH  could  improve  control  over  these  patient  moneys  by 
requiring  all  checks  be  restrictively  endorsed  on  the  wards 
immediately  upon  receipt  by  hospital  staff  members.   To 
safeguard  cash,  a  receipt  could  be  written  immediately 
when  the  money  is  received  from  the  patients  on  the  wards. 

State  accounting  policy  requires  checks  to  be  restrictively 
endorsed  immediately  upon  receipt.    Department  personnel 
indicated  that  since  the  checks  are  made  out  to  the  patients, 
to  have  the  patients  endorse  the  checks  was  the  most  effi- 
cient method.    Because  the  checks  will  be  deposited,  the 
hospital  could  stamp  the  checks  with  a  restrictive  endorse- 
ment similar  to  the  endorsement  used  at  MSP.   The  prison 
stamp  has  a  blank  line  to  include  the  name  on  the 
endorsement. 

2.  Montana  State  Hospital  stores  cash,  checks,  and  other  assets 
in  a  safe  located  in  the  business  office.    Agency  officials 
indicated  the  safe  remains  unlocked  during  business  office 
hours.   We  noted  it  is  possible  for  employees,  patients,  and 
visitors  to  access  the  safe  without  detection.   During  one 
observation  we  determined  the  unlocked  safe  contained 
$2,810  in  cash  and  $2,320  in  checks. 

3.  The  department  receives  restitution  payments  to  local 
governments  made  by  parolees  and  persons  on  probation. 
Parole  officers  receive  payment  from  the  parolees  and 
probationers  and  then  forward  the  payments  to  the  respec- 
tive local  governments.   The  parole  officers  do  not  issue 
prenumbered  receipts  for  collections  received  and  a  super- 
visory review  of  the  officers'  collections  is  not  performed. 
One  parole  officer  indicated  monthly  collections  range  from 
$1,300  to  $1,500. 

The  department  does  not  have  a  control  system  in  place  to 
ensure  the  receipts  are  properly  safeguarded.    Without  ade- 
quate controls,  the  potential  exists  for  the  funds  to  be 
misused  or  for  discrepancies  to  occur  between  officers  and 
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parolees.    Department  officials  indicated  they  were  not 
aware  of  the  extent  of  the  collections,  and  have  since 
discontinued  the  practice  of  allowing  the  parole  officers  to 
collect  the  restitution  payments. 

4.     Swan  River  Forest  Camp  does  not  restrictively  endorse 
checks  that  are  payable  to  residents  immediately  upon 
receipt  as  required  by  state  policy.   Camp  personnel 
indicated  they  wait  until  the  residents  come  to  the 
administration  building  to  endorse  the  checks  to  give  the 
residents  an  opportunity  to  refuse  the  money.   The  checks 
could  be  stamped  with  a  restrictive  endorsement  and  still  be 
refused  and  returned  by  the  resident. 


Recommendation  #13 

We  recommend  the  department  implement  procedures  to 
improve  controls  over  the  collection  and  safeguarding  of 
cash. 


Segregation  of  Duties  Over  During  our  review  of  cash  controls,  we  noted  an  inadequate 

Cash  segregation  of  duties  at  SRFC  related  to  resident  accounts.   This 

issue  was  addressed  in  the  prior  audit  report.    At  SRFC  one 
employee  is  responsible  for  both  safeguarding  cash  until  it  is 
deposited  and  the  recording  of  resident  account  activity.   At 
times  this  individual  also  prepares  the  bank  account 
reconciliations  and  takes  the  deposits  to  the  bank. 

State  policy  requires  the  responsibilities  for  recordkeeping, 
authorization,  and  custodianship  be  separated  if  feasible.   In 
processing  cash  collections,  a  plan  to  achieve  separation  of 
duties  should  be  developed  whenever  sufficient  staff  is  avail- 
able.  Improper  segregation  of  duties  weakens  controls  over  the 
prevention  and  discovery  of  errors  and  misuse. 

Department  personnel  indicated  the  facility  does  not  have 
enough  personnel  to  effectively  segregate  these  duties. 
However,  we  believe  a  more  effective  segregation  could  be 
achieved  by  having  someone  not  otherwise  involved  in  the  cash 
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collection  process  perform  or  review  the  monthly  bank 
reconciliation  that  includes  a  comparison  of  the  deposits  on  the 
bank  statement  to  the  cash  receipt  log. 


Recommendation  #14 

We  recommend  the  department  implement  procedures  at 
Swan  River  Forest  Camp  to  more  effectively  segregate 
duties  of  personnel  responsible  for  resident  accounts. 


Access  to  Facilities  Except  for  the  forensics  unit,  Montana  State  Hospital  does  not 

have  a  control  system  in  place  over  the  issuance  of  keys  to 
individuals  for  access  to  buildings  and  rooms  on  the  MSH 
campus.    MSH  has  a  policy  that  requires  an  approval  prior  to 
making  or  issuing  new  keys.   We  observed  keys  are  made  and 
issued  without  approved  authorization  forms.    MSH  personnel 
admitted  they  do  not  use  the  form  or  require  employees  to  sign 
for  keys.    In  addition,  we  found  MSH  does  not  have  a  record  of 
what  keys  employees  have  or  controls  to  ensure  all  keys  are 
returned  when  an  employee  terminates. 

MSH  needs  to  maintain  control  over  who  has  keys  to  ensure 
adequate  safeguards  over  physical  assets  and  safety  of  the  resi- 
dents.  MSH  personnel  indicated  they  would  like  to  do  a  com- 
plete inventory  of  keys  and  set  up  records  of  keys  on  a  com- 
puter.  A  request  for  funds  to  rekey  MSH  has  been  submitted  to 
the  1991  legislature.    If  funds  are  not  appropriated  for  rekeying 
the  campus,  MSH  should  perform  an  inventory  of  all  keys. 
Regardless  of  whether  funds  are  appropriated  for  rekeying  the 
campus,  MSH  should  establish  control  procedures.   These  proce- 
dures should  include:    the  rekeying  of  facilities  based  on  risk, 
serial  numbering  all  keys,  maintaining  records  of  keys  issued  to 
personnel,  issuing  keys  only  to  those  persons  who  require  access, 
adhering  to  its  policy  of  not  issuing  keys  without  proper 
authorization,  and  establishing  procedures  to  ensure  terminated 
employees  return  all  keys  issued  to  them. 
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Recommendation  #15 

We  recommend  the  department  establish  a  control  system 
at  Montana  State  Hospital  over  the  issuance  of  keys  to 
employees  at  its  facilities. 


Payroll  Processing 
Coatrols 


We  determined  the  Central  Office,  Montana  State  Hospital,  and 
Montana  Developmental  Center  can  improve  controls  over  pay- 
roll processing.    At  each  of  these  facilities,  the  payroll  tech- 
nician who  prepares  the  payroll  for  approval  receives  the  com- 
puter diskette  back  after  the  hardcopy  printout  from  the 
diskette  has  been  approved  by  supervisory  personnel  and  before 
the  prepayroll  is  transmitted  to  Central  Payroll.    Allowing  the 
payroll  technician  to  have  access  to  the  computer  diskette  after 
it  has  been  approved  increases  the  risk  that  inappropriate  payroll 
changes  could  occur  and  not  be  detected.   Officials  indicated 
they  were  not  aware  of  the  control  weakness.    To  ensure  only 
approved  payroll  information  is  provided  to  Central  Payroll, 
supervisory  personnel  who  approve  the  payroll  should  print  out 
the  hardcopy  for  review  and  approval  and  transmit  the  informa- 
tion to  Central  Payroll. 


Recommendation  #16 

We  recommend  the  department  implement  procedures  to 
ensure  that  Central  Payroll  receives  only  approved  payroll 
information. 
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State  Buildings  The  Department  of  Institutions  has  requested  the  demolition  and 

removal  of  several  buildings  located  at  the  Montana  State  Hos- 
pital, Montana  Developmental  Center,  and  Montana  Veterans' 
Home.    These  buildings  have  been  abandoned  because  of  the 
buildings'  age,  deteriorated  physical  condition,  safety  and 
underutilization.    The  buildings  have  not  been  maintained  and 
several  have  continued  to  deteriorate  beyond  reasonable  repair. 

In  1985  the  department  submitted  a  proposal  to  the  Department 
of  Administration,  Architecture  and  Engineering  (A&E)  Divi- 
sion, requesting  demolition  and  removal  of  various  buildings. 
Architecture  and  Engineering  has  not  included  the  department's 
request  in  its  long  range  building  plan.    An  official  at  A&E 
indicated  A&E  has  not  addressed  the  issue  because  of  limited 
available  state  funding.   The  official  indicated  state  law  and 
policy  do  not  address  procedures  for  the  abandonment  and  dis- 
posal of  state  buildings.   The  official  was  uncertain  with  whom 
the  responsibility  rests  to  study  the  cost  effectiveness  of 
maintaining  a  building  in  a  usable  condition  versus  abandoning 
the  structure. 

The  Montana  Operations  Manual  2-1730.60  allows  the  Depart- 
ment of  Administration  to  dispose  of  surplus  personal  property 
such  as  inventory  and  equipment  owned  by  the  state.    However, 
state  policy  does  not  address  abandonment  and  disposal  of  real 
property  such  as  buildings.    Procedures  should  be  established 
which  provide  for  appropriate  disposition  of  buildings  that  are 
no  longer  needed  by  state  agencies. 

Section  2-17-101,  MCA,  requires  the  Department  of  Adminis- 
tration to  determine  the  space  required  by  state  agencies  and 
allocate  space  in  buildings  based  on  each  agency's  need.   The 
Department  of  Administration  should  determine  whether  the 
buildings  could  be  used  by  other  state  agencies  and  evaluate  the 
feasibility  of  repairing  or  demolishing  the  buildings. 

By  not  addressing  the  issue,  the  state  of  Montana  will  ultimately 
be  required  to  remove  the  buildings  at  increased  cost.    Current 
federal  regulations  require  the  removal  of  asbestos  prior  to 
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demolition  of  the  buildings.    MSH  officials  indicated  that  when 
the  department  initially  abandoned  the  buildings,  asbestos 
removal  was  not  an  issue.    In  addition,  landfill  costs  are 
continuing  to  rise  and  regulations  are  becoming  stronger. 


Recommendation  #17 

We  recommend  the  department  work  with  the  Department 
of  Administration  to  establish  state  policy  related  to  the 
abandonment,  maintenance,  and  transfer  of  institution 
buildings. 


State  and  Federal 
Compliance 


During  our  audit  we  tested  compliance  with  certain  state  and 
federal  laws,  policies,  and  regulations  related  to  the  operation  of 
the  department.   We  noted  the  instances  discussed  below  where 
the  department  did  not  comply  with  provisions  of  state  and  fed- 
eral laws,  policies,  and  regulations. 


Patient  Employmeat 


The  Montana  State  Hospital  operates  a  patient  employment  pro- 
gram.  The  program  is  certified  by  the  U.  S.  Department  of 
Labor  and  allows  the  employment  of  individuals  with  disabilities 
at  special  minimum  wage  rates.    During  our  testing  of  the 
patient  employment  program,  we  found  instances  where  the 
program  was  not  operating  in  compliance  with  current  federal 
regulations. 


Federal  regulations  define  a  special  minimum  wage  as  a  wage 
based  on  the  worker's  individual  productivity  in  proportion  to 
the  wage  paid  to  an  experienced  nondisabled  worker  performing 
essentially  the  same  work.    MSH  pays  patient  employees  a 
proportionate  wage  based  upon  the  wage  a  state  employee  would 
earn  at  a  similar  entry  level  job.    According  to  state  policy,  the 
entry  level  job  for  state  employees  is  normally  a  si.\-month 
probationary  position  and  upon  successful  completion  of  the 
probationary  period  the  state  employee  is  evaluated  and 
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promoted  to  a  permanent  position.    Federal  regulations  define  an 
experienced  worker  as  one  who  has  learned  the  basic  skills  of 
the  work  he  performs,  ordinarily  by  completion  of  a  proba- 
tionary or  training  period.   Therefore,  the  wage  for  experienced 
patient  employees  should  be  the  applicable  percentage  of  the 
wage  of  a  permanent  state  employee. 

The  hospital  has  set  limits  on  the  percent  of  productivity  a 
patient  employee  will  be  paid.    For  example,  patient  employees 
working  in  the  food  service,  laundry,  or  as  custodians  earn  up  to 
65  percent  of  an  entry  level  wage.    Patients  working  in  higher 
state  grade  positions,  such  as  maintenance  and  in  the  sewing 
room  are  paid  up  to  60  percent  of  a  state  employee's  wage.   We 
found  that  a  patient  working  the  maximum  60  percent  as  a 
maintenance  worker  actually  earns  less  per  hour  than  a  patient 
working  at  65  percent  in  a  lower  state  pay  grade  job  such  as 
laundry.    MSH  personnel  said  the  reason  for  the  percent  limits  is 
due  to  budget  constraints.   The  annual  General  Fund  budget  for 
the  patient  employment  program  is  approximately  $125,000. 
Personnel  explained  the  limits  allow  more  patients  to  work  in 
the  program.    Federal  regulations  do  not  allow  for  fixed  produc- 
tivity limits  such  as  the  60  or  65  percent  used  by  MSH.    If  a 
worker  is  operating  at  80  percent  of  the  capacity  of  a  regular 
employee,  they  should  be  entitled  to  payment  at  80  percent  in 
accordance  with  federal  regulations.   MSH  does  not  have  docu- 
mentation outlining  the  reason  for  the  60  to  65  percent  limits. 

Prior  to  1986  the  Fair  Labor  Standards  Act  required  patient 
employees  to  be  paid  not  less  than  one  half  of  minimum  wage. 
The  current  regulations  no  longer  require  this  minimum  pay- 
ment level.   MSH  continues  to  pay  patient  employees  not  less 
than  half  of  minimum  wage  regardless  of  the  level  of  produc- 
tivity. 

When  looking  at  patient  payroll  records,  we  noted  instances 
where  patient  employees'  pay  rates  were  not  adjusted  for  the 
pay  raise  given  to  all  state  employees  at  the  start  of  fiscal  year 
1990-91.    Payroll  personnel  said  some  of  the  patient  employees 
were  overlooked  when  they  changed  pay  rates  for  all  the  other 
patient  employees.    MSH  personnel  indicated  they  would  review 
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payroll  since  July  1,  1990  and  reimburse  the  patients  for  the 
difference  in  pay  rate  for  hours  worked. 

The  problems  discussed  above  demonstrate  the  need  for  MSH 
personnel  to  remain  up  to  date  on  current  regulations  governing 
the  patient  employment  program.    Personnel  should  develop 
written  policies  describing  the  operations  of  the  program  which 
comply  with  current  federal  regulations. 


Recommendation  #18 

We  recommend  the  department  establish  written  proce- 
dures at  Montana  State  Hospital  for  the  patient  employ- 
ment program  to  ensure  the  program  complies  with  current 
federal  regulations. 


Reports  of  Resident  Abuse  Section  53-20-163,  MCA,  requires  the  department  to  report 

each  allegation  of  resident  mistreatment,  neglect  or  abuse  to  the 
Mental  Disabilities  Board  of  Visitors  (board)  monthly,  and  to  the 
developmental  disabilities  advisory  council  (DDPAC)  at  its  next 
regularly  scheduled  meeting.    We  determined  27  allegations  of 
mistreatment,  neglect  and  abuse  at  the  Montana  Developmental 
Center  were  not  reported  in  accordance  with  state  law.   These 
allegations  occurred  between  June  1989  and  June  1990  but  were 
not  reported  to  the  board  or  DDPAC  until  July  1990. 

Department  officials  indicated  they  investigated  each  allegation 
and  took  corrective  action  in  a  timely  manner  and  that  allega- 
tions were  not  reported  because  of  a  change  in  personnel.  The 
board  is  required  by  section  53-20-104,  MCA,  to  investigate  all 
cases  of  alleged  mistreatment  of  a  resident.  By  failing  to  report 
cases  of  potential  abuse,  the  department  effectively  circumvents 
controls  established  to  protect  patients  from  abuse. 
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Recommendation  #19 

We  recommend  the  department  report  all  allegations  of 
resident  abuse  at  Montana  Developmental  Center  in 
accordance  with  state  law. 


Unreported  Income  The  Montana  State  Prison  provides  housing  for  six  ranch  super- 

visors on  prison  ranch  property.   The  Montana  State  Hospital 
provides  housing  to  three  doctors  on  hospital  property  as  an 
incentive  to  retain  their  employment.    The  housing  is  provided 
at  no  cost  to  the  employees  and  the  value  is  not  reported  as 
income  to  the  employees  on  the  Internal  Revenue  Service  (IRS) 
Form  W-2. 

According  to  IRS  publication  525,  Taxable  and  Nontaxable 
Income,  the  value  of  lodging  provided  by  the  employer  at  no 
charge  to  the  employee  is  taxable  income  unless  all  of  the 
following  conditions  are  met.    The  lodging  is:    a)  furnished  on 
the  business  premises  of  the  employer;  b)  furnished  for  the 
convenience  of  the  employer;  and  c)  the  employees  are  required 
to  accept  the  lodging  as  a  condition  of  their  employment. 

Because  employees  in  a  similar  grade  or  classification  are 
allowed  to  live  off  the  prison  grounds,  and  doctors  are  allowed 
to  live  off  MSH  property,  we  found  that  the  housing  was  not  a 
requirement  of  employment  and  as  such  is  taxable  income  to  the 
employee.   We  estimated  the  value  of  the  lodging  to  these 
employees  as  $21,765  in  calendar  year  1989  and  $29,541  in 
calendar  year  1990. 

IRS  Circular  E  requires  employers  to  report  all  taxable  income 
to  employees,  including  the  value  of  taxable  meals  and  lodging. 
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on  form  W-2.    MSP  ranch  personnel  and  MSH  personnel  indi- 
cated they  were  not  aware  of  the  requirements  and  had  not 
considered  the  lodging  as  income  to  the  employees.    The  depart- 
ment should  implement  procedures  to  ensure  all  taxable  income 
provided  to  employees  is  reported. 


Recommendation  #20 

We  recommend  the  department  report  all  ta.xable  income 
provided  to  employees  on  Form  W-2  in  accordance  with 


IRS  regulations. 


Appropriatioa  Law  According  to  House  Bill  2,  Laws  of  1987,  and  House  Bill  100, 

Requirements  Laws  of  1989,  "Expenditures  by  a  state  agency  must  be  made  in 

substantial  compliance  with  an  operating  budget  approved  by  an 
approving  authority."    For  executive  branch  agencies,  the  Office 
of  Budget  and  Program  Planning  is  the  approving  authority. 
The  House  Bills  go  on  to  define  substantial  compliance  as  no 
expenditure  category  in  an  approved  budget  may  be  overspent 
by  more  than  5  percent.   The  House  Bills  also  state  each  operat- 
ing budget  must  include  expenditures  for  each  program  detailed 
at  least  by  the  categories  of  personal  services,  operating 
expenses,  equipment,  benefits  and  claims,  grants,  transfers,  and 
local  assistance.   The  department  is  required  to  record  this 
operating  budget  or  plan  and  any  approved  changes  on  the 
Statewide  Budgeting  and  Accounting  System  (SBAS). 

During  testing  we  noted  MDC  is  not  recording  operating  plan 
changes  on  SBAS  and  did  not  allocate  a  program  transfer  and 
supplemental  appropriation  to  the  expenditure  levels  as  required. 
In  addition,  the  CFA  and  EHSC  are  not  recording  their 
operating  plans  on  SBAS  as  required. 

By  not  recording  operating  plan  changes,  program  transfers,  and 
supplemental  appropriations  on  SBAS,  the  potential  exists  to 
overspend  categories  and  it  also  becomes  more  difficult  to 
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monitor  compliance.    Department  personnel  indicated  they  were 
not  aware  of  the  need  to  record  operating  plan  changes  on 
SBAS.   The  department  should  record  operating  plans  on  SBAS 
in  compliance  with  appropriation  laws. 


Recommendation  #21 

We  recommend  the  department  record  operating  plans  on 
the  Statewide  Budgeting  and  Accounting  System  In 
compliance  with  state  appropriation  laws. 


Contingent  Revolving 
Funds 


During  our  audit  we  noted  an  instance  in  which  the  depart- 
ment's use  of  contingent  revolving  funds  is  not  in  compliance 
with  state  policy.   State  policy  requires  that  the  contingent 
revolving  fund  only  be  used  for  payment  of  minor  invoices  or 
for  emergency  needs  such  as  unanticipated  travel.    At  Montana 
State  Prison  (MSP)  gate  money  given  to  prisoners  when  they  are 
released  and  travel  expenses  are  paid  through  the  contingent 
revolving  fund.   Sufficient  time  is  normally  available  to  allow 
prison  authorities  to  pay  these  expenses  by  state  warrant  through 
the  State  Auditor's  Office  rather  than  processing  a  check 
through  the  contingent  revolving  fund.   We  found  instances 
where  the  travel  plans  were  known  from  one  to  ten  weeks  in 
advance  and  prison  officials  used  the  contingent  revolving  fund 
to  provide  travel  advances  to  the  employees. 


MSP  personnel  indicated  that  the  contingent  revolving  fund  has 
always  been  used  for  gate  money,  travel  advances,  and  other 
miscellaneous  expenses.   The  department  should  follow  state 
policy  related  to  use  of  the  contingent  revolving  fund.    If  the 
contingent  revolving  fund  is  not  used  for  these  types  of  antici- 
pated expenses,  MSP  officials  should  consider  whether  the 
$5,000  authorized  amount  of  the  contingent  revolving  fund  is 
excessive  since  a  majority  of  the  funds  spent  are  for  anticipated 
expenses. 
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Recommendation  #22 

We  recommend  the  department: 

A.  Follow  state  policy  at  the  Montana  State  Prison 
related  to  the  use  of  the  contingent  revolving  fund. 

B.  Consider  whether  the  authorized  amount  of  the  con- 
tingent revolving  fund  at  the  Montana  State  Prison  is 
excessive  based  on  the  needs  for  unanticipated 
expenses. 


Travel  Expenses  Sections  2-18-501  through  2-18-513,  MCA,  provide  specific 

meal  and  lodging  reimbursement  rates  for  travel  and  time 
periods  employees  must  be  in  a  travel  status  to  be  eligible  for 
certain  meals.    In  addition,  the  Montana  Administrative  Rules 
(ARM)  require  that  all  miscellaneous  expenses  greater  than  $10 
be  supported  by  receipts.   Instances  of  noncompliance  found  at 
MSP  include: 

two  instances  where  employees  received  reimbursement  for 
meals  they  were  not  eligible  for  because  they  were  not  in 
travel  status. 

two  instances  where  the  employee  received  reimbursement 
for  out-of-state  meals  when  they  were  in  the  state. 

an  instance  where  one  employee  received  reimbursement 
for  $92.55  of  miscellaneous  expenses  that  were  not  sup- 
ported by  receipts. 

MSP  personnel  indicated  the  errors  were  an  oversight. 

At  SRFC  we  found  several  paid  claims  for  meals  charged  by  an 
employee  that  exceeded  the  allowed  per  diem  amount.    Employ- 
ees in  travel  status  are  allowed  to  charge  meals  at  local 
restaurants.   The  restaurants  bill  SRFC  for  the  cost  of  the  meals. 
SRFC  reimburses  the  restaurants  for  the  actual  cost  of  the  meal 
even  if  it  exceeds  the  statutory  meal  allowance.   The  department 
should  ensure  only  allowable  travel  expenses  are  reimbursed. 
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Recommendation  #23 

We  recommend  the  department  ensure  travel  expense 
reimbursements  are  allowable  according  to  state  laws  and 
regulations. 


Accounting  Issues  Section  17-1-102(4),  MCA,  states,  "All  state  agencies,  .  .  .  shall 

input  all  necessary  transactions  to  the  accounting  system,.  .  . 
before  the  accounts  are  closed  at  the  end  of  the  fiscal  year  in 
order  to  present  the  receipt,  use,  and  disposition  of  all  money 
and  property  for  which  the  agency  is  accountable  in  accordance 
with  generally  accepted  accounting  principles.  .  ."    In  addition, 
the  Department  of  Administration,  Accounting  and  Management 
Services  Division,  establishes  state  accounting  policy  as  outlined 
in  the  Montana  Operations  Manual  (MOM).    We  noted  the 
following  instances  where  the  activity  recorded  by  the  depart- 
ment on  SBAS  does  not  comply  with  state  accounting  policy  and 
law. 

1.  During  fiscal  year-end  1988-89,  ICO  established  an  accrual 
for  revenue  due  from  the  Veterans'  Administration  (CFDA 
#64.015)  for  Montana  Veterans'  Home.   When  the  money 
related  to  the  accrual  was  received  in  fiscal  year  1989-90 
ICO  recorded  the  cash  and  eliminated  the  account  receiv- 
able.   At  fiscal  year-end  1989-90  the  original  accrual  was 
reversed  by  abating  revenue  and   reversing  out  the  account 
receivable  again.   As  a  result,  fiscal  year  1989-90  revenue 
and  accounts  receivable  are  understated  by  $124,482. 

State  law  and  policy  provide  guidelines  for  recording  reve- 
nue.   Department  personnel  indicated  they  were  training 
someone  different  to  do  the  entries  and  the  reversal  entry 
was  overlooked.    A  similar  issue  for  the  Veterans'  Home 
was  addressed  in  the  prior  audit  report. 

2.  Montana  State  Prison  did  not  record  revenue  and  expen- 
ditures on  SBAS  related  to  Muriel  Cubans  (CFDA  #16.572) 
federal  assistance.    Instead  of  recording  revenue  and 
expenditures  in  the  Special  Revenue  Fund  as  required  by 
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state  law,  MSP  abated  expenditures  from  the  General  Fund 
for  the  amount  received.    As  a  result,  fiscal  year  1989-90 
revenues  and  expenditures  in  the  Special  Revenue  Fund  are 
understated  by  $2,279.    In  addition,  the  prison  effectively 
bypassed  appropriation  controls  over  this  expenditure 
activity. 

3.  At  MSP,  profits  generated  by  sales  to  inmates  are  deposited 
into  the  Inmate  Welfare  Account.    Prison  personnel  record 
the  monthly  disbursement  of  canteen  profits  from  the 
Special  Revenue  Fund  to  the  Inmate  Welfare  Account  in  the 
Agency  Fund  as  expenditure  object  #2902  (goods  purchased 
for  resale).   The  transaction  represents  a  transfer  rather 
than  an  operating  expense.    As  a  result  of  these  miscodings, 
goods  purchased  for  resale  in  the  Special  Revenue  Fund 
were  overstated  and  transfer  expenditures  understated  by 
$16,198  in  fiscal  year  1989-90. 

State  accounting  policy  requires  expenditure  transactions  to 
be  properly  coded  to  ensure  the  accuracy  and  usefulness  of 
information  on  the  accounting  records. 

4.  In  fiscal  years  1988-89  and  1989-90,  the  financial  schedules 
of  Montana  Developmental  Center  (MDC)  included  a 
$38,802  liability.   The  liability  was  recorded  in  the  agency's 
donations  accounting  entity  with  no  related  asset  recorded 
on  SBAS.    State  accounting  policy  requires  a  liability  for 
property  held  in  trust  to  be  offset  by  an  asset  account. 

During  our  prior  audit  we  brought  this  situation  to  the 
agency's  attention.   MDC  personnel  could  not  explain  why 
the  amount  was  recorded  on  SBAS  and  indicated  they  over- 
looked making  the  correction  during  the  current  audit 
period. 

Without  all  financial  activity  recorded  on  the  state's  accounting 
records  correctly,  the  quality,  consistency,  and  comparability  of 
the  resulting  financial  information  is  affected.    The  type  of 
errors  noted  above  could  have  been  detected  through  a  review 
of  SBAS  documents  before  input  or  a  review  of  month-end 
SBAS  reports. 
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Recommendation  #24 

We  recommend  the  department  establish  procedures  to 
improve  the  review  of  accounting  documents  to  ensure  the 
financial  activity  recorded  on  SBAS  is  in  accordance  with 
state  law  and  policy. 


Cash  Management  During  our  review  of  resident  accounts  at  the  Center  for  the 

Aged  (CFA),  we  noted  the  majority  of  resident  account  funds 
were  in  a  savings  account  at  a  bank  in  Lewistown.    The  June  30, 
1990  balance  in  savings  was  $126,856  earning  an  annual  yield  of 
5.75  percent. 

We  contacted  a  local  bank  and  found  a  90-day  Certificate  of 
Deposit  with  an  amount  of  $25,000  -  $100,000  would  yield 
6.95  percent.    Management  should  maximize  investment  earnings 
on  the  savings  account  to  the  fullest  extent  possible.   CFA 
officials  agreed  that  investing  the  funds  in  a  certificate  of 
deposit  would  be  feasible. 


Recommendation  #25 


We  recommend  the  department  investigate  at  the  Center 
for  the  Aged  the  possibility  of  investing  some  of  the 
residents'  savings  in  a  certificate  of  deposit. 
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Summary  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 

dent  Auditor's  Report  to  the  reader  of  the  financial  schedules  the  degree  of  reliance 

which  can  be  placed  on  the  amounts  presented.   We  issued  a 
qualified  opinion  on  the  Schedule  of  Budgeted  Revenue  and 
Transfers  In  -  Estimate  and  Actual  for  the  two  fiscal  years 
ended  June  30,  1990.   This  schedule  is  misstated  due  to  an  over- 
statement of  charges  for  services.   The  reader  should  use  caution 
when  using  financial  information  from  the  Statewide  Budgeting 
and  Accounting  System  (SEAS)  included  in  this  schedule. 

We  issued  an  unqualified  opinion  on  all  other  financial  schedules 
prepared  from  SBAS.   The  unqualified  opinion  means  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  user  of 
this  SBAS  information  can  rely  on  the  information  presented. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 
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STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS; 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Institutions 
for  each  of  the  two  fiscal  years  ended  June  30,  1989  and  1990,  as  shown  on  pages 
47  through  56.   These  financial  schedules  are  the  responsibility  of  department 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's  finan- 
cial schedules  are  prepared  in  accordance  with  state  accounting  policy  and  are  not 
intended  to  be  a  presentation  in  conformity  with  generally  accepted  accounting 
principles. 

The  department  recorded  in  fiscal  year  1988-89  the  General  Fund  match- 
ing share  of  Medicaid  reimbursements  transferred  from  the  Department  of  Social 
and  Rehabilitation  Services  (SRS)  as  budgeted  revenue  in  the  "Charges  for 
Services"  classification.   Because  the  revenue  is  recorded  at  SRS  the  additional 
recording  at  the  department  overstates  the  revenue.   As  a  result,  charges  for 
services  are  overstated  by  $4,283,311  in  fiscal  year  1988-89.   The  related  revenue 
estimate  is  similarly  misstated. 
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In  our  opinion,  except  for  the  effect  of  the  matter  discussed  in  paragraph 
four,  the  Schedule  of  Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual 
presents  fairly,  in  all  material  respects,  the  results  of  operations  of  the  Department 
of  Institutions  for  the  two  fiscal  years  ended  June  30,  1990,  in  conformity  with 
the  basis  of  accounting  described  in  Note  1. 

In  our  opinion,  the  Schedule  of  Changes  in  Fund  Balances,  the  Schedules 
of  Budgeted  Agency  Expenditures  by  Object  and  Fund  -  Budget  and  Actual,  and 
the  Schedule  of  Additions  and  Deductions  to  Agency  Fund  Property  Held  in  Trust 
present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in 
fund  balances  of  the  Department  of  Institutions  for  each  of  the  two  fiscal  years 
ended  June  30,  1989  and  1990,  in  conformity  with  the  basis  of  accounting 
described  in  Note  1. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  25,  1991 
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DEPARTMENT  OF  INSTITUTIONS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


General 
Fund 


Spec  i  a  I 
Revenue 

Fund 


Enterprise 
Fund 


Internal 
Service 

Fund 


Fund  Balance:  July  1,  1988 


$  633. 57A 


$5.009.601 


ADDITIONS 

Fiscal  Year  1988-89 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Cash  Transfers  In 

Direct  Entries  to  Fund  Balance 

Support  from  State  of  Montana 

Fiscal  Year  1989-90 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Cash  Transfers  In 
Direct  Entries  to  Fund  Balance 
Support  from  State  of  Montana 
Total  Additions 


16,231,720 

6,218,493 

2,603,411 

52,751 

3,017 

489,642 

(17,525) 
3,690,656 

(3,275 

521,654 

1,381 

6,278 

44,071,221 

12,471,273 

6,563,538 

2,643,768 

178,490 

75,948 

10,033 

357,462 

12,150 

3,142 

3,110,322 

3,605 

796 

1,322,895 

56,324 

5,562,053^ 

51.734.037 

127.328.603 

19.648.389 

8.209.426 

2.788.842 

REDUCTIONS 
Fiscal  Year 


1988-89 


Budgeted  Expenditures 

Nonbudgeted  Expenditures  and  Transfers  Out 

Nonbudgeted  Prior  Year  Expenditure  Adjustment 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 


61,393,397 


23,019 

(66,340) 

16,912 


9,785,254 


(1,306) 
(19,754) 
235,665 


2,094,568 
(158,106) 
(4,883,763)^ 

(17,149) 
696,552 


Fiscal  Year  1989-90 
Budgeted  Expenditures 

Nonbudgeted  Expenditures  and  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustment 
Prior  Year  Expenditure  Adjustment 
Direct  Entries  to  Fund  Balance 
Cash  Transfer  Out 
Total  Reductions 

Fund  Balance:  June  30,  1990 


66,042,015 

9,789,741 

2,545,912 

176,958 

(711,775) 

9,784 

(99,581) 

(97,581) 

(19,789) 

17,181 

167,103 

9,823,666' 

3,604 
1.738,160 

796 

127.328.603 

19,936.914 

7,743,306 

1        0 

$   345,049 

$  6,471,266 

$   55,137 

See  note  5  on  page  54. 


See  note  6  on  page  54. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information 
is  provided  in  the  notes  to  the  financial  schedules  on  pages  52  through  56. 
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DEPARTMENT  OF  INSTITUTIONS 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  £  ACTUAL 

FOR  THE  TUO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


L  i  censes 

Charges 

and 

for 

Permits 

Services 

Federal 


Grants, 

Contracts, 

Documents,  & 

Abandonments 


Sale  of 

Documents, 

Merchandise, 

&  Property 


Rentals, 
Leases,  & 

Royalties 


Hi  sec I laneous 


Other 

F  i  nanc  i  ng 

Sources 


Total 


Fiscal  Year  1989-90 
GENERAL  FUND 


Estimated  Revenue 
Actual  Revenue 

$13,151,807 
12.291,747 

$   34,092 
24.928 

i         2,600 
2,781 

$123,368 
106.132 

$49,318 
45,685 

$13,361,185 
12.471,273 

Collections  Over 
(Under)  Estimate 

$  314,558 
0 

$  ^860,060) 

$   (9,164) 

$  71,221 
42,682 

$      181 

$(17,236) 

$    311 
750 

$(;3,633) 

$30,219 
32,800 

$5,600 
5.643 

$  (889.912) 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 

$  1,130,422 
1.168.158 

$5,351,483 
4.516.638 

$1,154,732 
796.867 

$  8,058,546 
6.563.538 

Collections  Over 
(Under)  Estimate 

$(314,558) 

$    37.736 

$  (834,845) 

$(28,539) 

$  (357,865) 

$2,496,038 
2,643.768' 

$  147,730 

$    439 

$  2,581 

$   43 

$(1,495,008) 

ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

$  2,496,038 
2.643.768 

$   147.730 

INTERNAL  SERVICE  FUND 

Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

$  246,493 
178.490^ 

$  (68,003) 

$   246,493 
178.490 

$   (68,003) 

Fiscal  Year  1988-89 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$15,881,547 
16.038.815 


157.268 


$  1,206,367 
1.141.912 


$   46,642 
33.553 

$  (13,089) 


$4,693,797 
4,237.063 


$   (64,455)    $  (456,734) 


$  17,600 
15,133 

$  (2,467) 


$   2,375 
2.894 

$ 519 


$  920,599 
819.793 

$  (100.806) 


$2,243,294 

2.603.411 

$  360,117 


$129,664 

121.198 


$30,718 
35.260 

$  4.542 


$16,090,946 
16.231.720 


$   140.774 

$3,000 

$  6,841,363 

4,592 

6,218,493 

$1.592 

$  (622,870) 

$  2.243,294 

2.603.411 

$   360,117 

See  note  5  on  page  54. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  52  through  56. 
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DEPARTMENT  OF  INSTITUTIONS 

SCHEDULE  OF  BUDGETED  AGENCY  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1990 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 


Institutions 
Central 
Office 

$  3,519,667 

200 

806.321 

A. 326. 188 


Montana 
Developmental 
Center 

$  7,760,188 
10,293 

2.982,821 
10.753.302 


Center 

for  the 

Aged 


Eastmont  Human 
Services  Center 


$1,710,179     $1,555,415 


507.390 
2.217.569 


480.975 
2.036.390 


Montana 

State 

Prison 

$  8,734,966 
403,493 

2.283.959 
1 1 , 422,418 


Montana 
Swan  River   Veterans' 
Forest  Camp    Home 

$526,542  $1,316,673 
7,679 


Montana 

State 

Hospital 


136.144     471.591      4.182.267 
670.365   1.788.264     17.783.257 


Montana 
Board  of 
Pardons 


$13,600,970    $  96,944 


21,400 

20.964 

139.308 


Total 

$38,821,544 

421,465 

21,600 

11.872.432 

51.137.041 


OPERATING  EXPENSES 
Other  Services 
Supplies  and  Materials 
Conmuni  cat  ions 
Travel 
Rent 

Uti lities 

Repair  and  Maintenance 
Other  Expenses 
Goods  For  Resale 
Total 


2,444,252 

286,110 

169,094 

85,783 

214,457 

83,610 

80,037 

80,276 

3.443.619 


161,150 

1,022,919 

52,644 

7,559 

41,882 

398,675 

75,053 

23,481 

26.689 

1.810,052 


42,345 

377,527 

14,378 

2,473 

1,843 

88,072 

29,580 

11,795 

4.160 

572.173 


115,995 

113,056 

10,078 

207 

182 

57,234 

17,141 

4,866 

318.759 


369,474 

4,433,445 

116,855 

47,613 

19,277 

596,495 

353,973 

161,959 

1.044.464 

7.145.555 


44,499 

115,773 

5,808 

1,986 

1,087 

36,021 

13,155 

50,549 

47.899 

516.777 


155,882 

506,849 

9,912 

516 

3,064 

81,256 

23,563 

4,310 

14.819 

598.171 


853,002 

1,400,240 

169,025 

35,175 

26,426 

761,910 

214,160 

72,225 

145.658 

3.677.797 


4,161  4,188,760 

4,324  8,060,245 

11,105  558,897 

17,274  198,584 

600  508,818 

2,105,273 

2,064  808,726 

1,778  411,259 

1.285.669 

41.506  17.922.209 


EQUIPMENT  AND  INTANGIBLES 
Equipment 
Intangible  Assets 
Livestock 
Total 

DEBT  SERVICE 
Leases 

Total 


162,658 


162, 

,658 

3, 

,940 

3, 

,940 

39,877 


39, 

,877 

14 

,757 

14 

,757 

30,125 


30.125 


19,122 


19.122 


264,154 

417 

2.181 

266.752 


11,457 


11,457 


790 


790 


26,853 


26.833 


14,075 


14.075 


1.056 
1.056 


569,071 

417 

2.181 

571^69 


19.753 
19,755 


CAPITAL  OUTLAY 
Bui Idings 

Other  Improvements 
Total 


127,596 

190,772 
318.368 


127,596 
190.772 
318.368 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


1.122.592 
1.122.592 


1.122.592 
1.122.592 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


4,120,904 
3.558.779 
7.459.683 


3,311 


3.511 


4,124,215 
5.538.779 
7.462.994 


TOTAL  PROGRAM  EXPENDITURES 


$16,518,660 


$12.617,988 


$2,819,867 


$2,374,271 


$19,154,404 


$998,599  $2.587,225 


$21,487.867 


$195,745 


$78,554,626 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$11,824,812 

11.576.672 

$   448.140 


$13,012,375 

12.546.551 

$   465.842 


$5,048,022 

2.806.544 

$  241,678 


$2,522,915 

2.373,633 

$  149.282 


$15,939,864 

15.651.109 
$   288,755 


$900,916  $  659,016 

891.036    512.480 
$  9.880  $  146j_556 


$20,856,587 

19.688,465 

$  1.167,922 


$196,481 

195.745 

$    756 


$68,960,786 

66.042.015 

$  2.918.771 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  5,959,005 

5.155.941 

$   803.062 


$   106,915 

71.457 

$    55,456 


$   17,055 

15.525 

$    5,512 


700 
658 


62 


$  1,174,495 

786.472 

$   388.021 


$124,211  $1,877,842 
107,565   1,874.745 


$  1,804,502 

1.799.402 

$     4.900 


$11,044,499 

9.789.741 

$  1.254.758 


ENTERPRISE  FUND 

Budgeted 

$ 

Actual 

Authority 
FUND 

Unspent  Budget 

$ 

INTERNAL  SERVICE 

Budgeted 

$ 

Actual 

Unspent  Budget 

Authority 

$ 

See  note  5  on  page  54. 


5,251 
5,251 


796 
796 


$  3,384,912 
2. 540. 66 r 
$   844.251 


279,922 
176.162 
105.760 


$  3,390,163 
2.545.912 

$   844,251 


280,718 
176.958 
105.760 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  52 
through  56. 
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DEPARTMENT  OF  IWSTITUTIOWS 

SCHEDULE  OF  BUDGETED  AGENCY  EXPENDITURES  B>^  OBJECT  AUD  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1989 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 


Institutions 

Central 
Office 


710.252 
3.955.798 


Montana 

Developmental 

Center 


$  3,245,546    $  7,271,075 


2.851.693 
10.122.768 


Center 

for  the 

Aged 

J1,186,6A0 
418,172 

467.505 
2.072.317 


Eastmont  Human 
Services  Center 

$1,407,182 


432.864 

1.840.046 


Montana 
State 

Prison 


Swan  River 

Forest  Camp 


$  8,054,311    $518,477 
172,490      7,205 


2.138.525 
10.365.326 


130.363 
656,045 


Montana 
Veterans' 
Home 

$1,222,080 


429.339 

1.651.419 


Montana 

State 

Hospital 

$13,116,215 
127 

4.164.918 
17,281^60 


Montana 
Board  of 
Pardons 

$  90,232 

18,150 

19.287 

127.669 


Total 

$36,111,758 

597,994 

18,150 

11.344. 746 

48.072.648 


OPERATING  EXPENSES 
Other  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Ut  i I i  t  i  es 

Repair  and  Maintenance 
Other  Expenses 
Goods  For  Resale 
Total 

EQUIPMENT  AND  INTANGIBLES 
Equipment 
Intangible  Assets 
Livestock 
Total 


2,532,174 

176,355 

248,706 

1,053,297 

149,223 

77,263 

66,120 

12,871 

197,118 

38,570 

73,795 

382,357 

47,479 

88,643 

44,333 

52,729 

3.358.948 


90,513 


90.513 


1.882.085 


123,730 


123.730 


40,561 

339,455 

14,231 

2,737 

1,702 

91,069 

30,437 

7,290 

3.928 

531.410 


29,582 


29.582 


116,255 

119,952 

9,725 

1,380 

174 

60,690 

17,901 

3,339 

329.416 


18,947 


18.947 


415,501 

16,110 

2,547,150 

93,004 

121,936 

5,313 

42,105 

946 

14,319 

1,170 

593,577 

32,490 

357,131 

13,556 

300,522 

50,087 

977.098 

53,914 

5.369.339 

266.590 

155,728 

14,703 

1,926 

18.875 

176.529 


14.703 


133,289 

287,563 

9,553 

1,924 

3,428 

82,530 

17,476 

3,433 

15.570 

554 . 766 


3,735 


3.735 


825,615 
1,556,113 

171,268 
48,631 
24,379 

777,748 

266,352 
46,239 

138.874 
3.855.219 


231,024 


231.024 


1,845 

2,958 

8,806 

11,705 

960 

1,783 
1,507 

29.564 


468 


468 


4,257,705 

6,248,198 
567,318 
188,419 
281,820 

2,094,256 
840,758 
509,479 

1.189.384 
16.177.337 


668,430 

1,926 

18.875 


689^231 


DEBT  SERVICE 
Loans 
Leases 
Total 


26 

870 


896 


1.056 
1.056 


26 

,926 


1.952 


CAPITAL  OUTLAY 
Bui Idings 

Other  Improvements 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 


1.233.016 
•L  233, 016 


732 
9.158 


9,890 


5,637 
8.314 


13.951 


6,369 

17.472 


23 

,841 

1 

,233, 

,016 

_r 

,233, 

,016 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


4,074,658 
2.972.127 
7.046.785 


27,409 


27.409 


4,102,067 
2.972.127 
7.074.194 


BENEFITS  &  CLAIMS 
Insurance  Payments 
Total 


1,000 


1.000 


1.000 


1,000 


TOTAL  PROGRAM  EXPENDITURES 


$15.685.956 


$12.138.473 


$2.634.309 


$2.188.409 


$15.952.554 


$937.338 


$2.209.920 


$21.367,503 


$158.757   $73.273.219 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$11,064,214 

10.921.652 

$   142.562 


$12,174,834 

12.106.028 

$    68.806 


$2,674,095 

2.628.657 

$   45.438 


$2,248,146 

2.187.430 

$   60.716 


$13,037,278 

12.543.030 

$   494.248 


$845,694 

821,263 

$  24,431 


$  421,065 

412.985 

$    8,080 


$20,157,347 

19.613.595 

$   543.752 


$160,441   $62,783,114 
158.757    61.393.397 


$  1,684 


$  1,389,717 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  5,080,373 

4.758,026 

$   322,347 


58,010 
32,445 


25,565 


9,735 
5^652 


4,083 


4,000 
979 


3,021 


$  1,493,461 

1.363.310 

$   130.151 


$127,759 

116.075 

$  11.684 


$1,802,418 

1.796.935 

$    5.483 


$  1,727,008 

1.711.832 

$    15.176 


$10,302,764 

9.785.254 

$   517,510 


INTERNAL  SERVICE  FUND 
Budgeted  $ 

Actual 
Unspent  Budget  Authority    $~ 


6,278 
6.278 


$  2,600,183 

2.046.214 
$   533.969 


42,076 
42.076 


$  2,648,537 

2.094.568 

$   553,969 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  52 
through  56. 
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DEPARTMENT  OF  INSTITUTIONS 

SCHEDULE  OF  ADDITIONS  AND  DEDUCTIONS  TO 

AGENCY  FUND  PROPERTY  HELD  IN  TRUST 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  50.  1990 


Institutions     Montana 
Central     Developmental 
Office         Center 


Eastmont 

Swan 

Center 

HLman 

Montana 

River 

Montana 

Montana 

for  the 

Services 

State 

Forest 

Veterans' 

State 

Aqed 

Center 

Prison 

Camp 

Home 

Hospital 

Total 


Property  Held  in  Trust  Balance  at  July  1,  1988 
Prior  Period  Adjustments  (Note  B) 
Property  Held  in  Trust  Balance  at  July  1,  1988, 
as  restated 


$  8,218 


8.218 


$113,802 


113.802 


$146,697    $  46,676 

4,091     


150,788 


46.676 


94,079 
(2.482) 


91.597 


$  4,043 
Q) 

4.042 


$  4,555    $1,124,263 


4.555 


1.124.263 


$1,542,333 

1.608 

1,543,941 


ADDITIONS: 

Fiscal  Year  1988-89 

To  Facility's  Inmate/Patient  /Resident  Accounts: 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self -Pay  Insurance 

Fiscal  Year  1989-90 

To  Facility's  Inmate/Patient/Resident  Accounts: 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self-Pay  Insurance 
TOTAL  ADDITIONS 


51,532 

153,434 

700 


60,130 

176,974 

2,300 

445,070 


438,898 


474,502 


913,400 


433,708 


424,830 


858.538 


151,894 


173,830 


325.724 


1,108,546 


1,066,694 


2.175.240 


120,177 


79,328 


199,505 


26,318 


23,447 


49.765 


537.972 

2,817,513 

51,532 

153,434 

700 

22,237 

22,237 

552,299 

2,794,930 

60,130 

176,974 

2,300 

14.536 

14,536 

1.127.044 

6.094,286 

DEDUCTIONS: 

Fiscal  Year  1988-89 

From  Facility's  Inmate/Patient/Resident  Accounts: 

Women's  Correctional  Center  (Note  A) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self -Pay  Insurance 

Fiscal  Year  1989-90 

From  Facility's  Inmate/Patient/Resident  Accounts: 

Women's  Correctional  Center  (Note  A) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self-Pay  Insurance 
TOTAL  DEDUCTIONS 


(555) 

(46,890) 

(146,311) 

(1,100) 


(718) 

(60,575) 

(175,796) 

(2,100) 

(434.045) 


(469,628) 


(445,442)   (144,761)   (1,135,747) 


(432,372)     (419,526)    (156,842)   (1,028,608) 


(116,986) 


(83,354) 


(27,158) 

(1,128,082) 
555 

(3,467,804) 

(46,890) 

(146,311) 

(1,100) 

(23,187) 

(23,187) 

(23,268) 

(921,967) 
718 

(3,065,937) 

(60,575) 

(175,796) 

(2,100) 

(14,557) 

(14.557) 

(902.000)     (864.968)     (301.603)   (2.164.355)     (200.340) 


(50.426)   (2.086.520)   (7.004.257) 


Property  Held  in  Trust  Balance  at  June  30,  1990 


$  19.243 


$  125.202     $  144.358     $  70.797   $   102,482 


$   3,207 


$  3,894 


164,787 


633,970 


Note  A:  Additions  and  deductions  for  the  Women's  Correctional  Center  are  included  in  the  additions  and  deductions  for  Montana  State  Hospital.  The  Women's  Correctional  account  balances 
are  recorded  on  Institutions'  Central  Office  accounting  records.  This  adjustment  represents  the  net  decrease  in  Women's  Correctional  Center  account  balances  for  the  fiscal  year 
and  the  relationship  of  accountability  for  this  activity. 

Note  B:  An  adjustment  was  made  to  correct  FY  88  balances  for  the  Center  for  the  Aged  and  Montana  State  Prison. 

Most  of  the  property  held  in  trust  in  the  Agency  Fund  consists  of  cash  belonging  to  inmates,  patients,  and  residents  of  the  department's  facilities.  The  department  acts  as  an 
agent  by  accounting  for  these  moneys.  This  schedule  was  prepared  from  manual  records  maintained  at  the  department's  facilities  and  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  52  through  56. 
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Notes  to  Financial  Schedules 

For  the  Two  Years  Ended  June  30,  1990 


1.      Sommary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Department  of  Institutions  uses  the  modified  accrual  basis 
of  accounting,  as  defined  by  generally  accepted  accounting 
principles,  for  its  Governmental  and  Agency  Funds.    In  applying 
the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

The  following  additional  items  are  considered  valid  obligations 
or  expenditures  under  state  accounting  policy: 

The  entire  budgeted  service  contract  even  though  the 
department  received  the  services  in  a  subsequent  fiscal  year. 

Goods  and  equipment  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 

The  Department  of  Institutions  uses  the  accrual  basis  of 
accounting  for  Proprietary  Funds.    Under  the  accrual  basis,  the 
department  records  revenues  in  the  accounting  period  earned,  if 
measurable,  and  records  expenses  in  the  period  incurred,  if 
measurable. 


Basis  of  Presentation 


The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustment. 
Accounts  are  organized  in  funds  according  to  state  law.   The 
department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  e.xcept 
those  required  to  be  accounted  for  in  another  fund. 
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Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes,  such  as  federal  assistance.  Veterans'  Administration 
reimbursement  and  related  expenditures  for  veterans'  care,  and 
canteen  activity. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost- 
reimbursement  basis.    In  fiscal  year  1988-89,  the  Internal 
Service  Fund  included  MSP  ranch  and  industries  training  and 
work  program  operations.    These  operations  are  self-supporting 
programs  which  parallel  those  of  normal  business. 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises, 
where  the  legislature  intends  that  the  department  finance  or 
recover  costs  primarily  through  user  charges;  or  (b)  where  the 
legislature  has  decided  that  periodic  determination  of  revenues 
earned,  expenses  incurred,  or  net  income  is  appropriate. 
Beginning  in  fiscal  year  1989-90  the  Enterprise  Fund  accounts 
for  MSP  ranch  and  industries  work  program. 


Fiduciary  Funds 


Agency  Fund  -  to  account  for  assets  held  by  the  department  as 
an  agent  for  individuals.    Department  fiduciary  funds  include 
the  assets  held  by  the  state  as  an  agent  for  the  residents. 


2.      Compensatory  Leave 


Employees  accumulate  both  annual  and  sick  leave.   The  depart- 
ment pays  employees  for  100  percent  of  unused  annual  and  25 
percent  of  unused  sick  leave  and  100  percent  of  unused  Fair 
Labor  Standards  Act  leave  credits  upon  termination.    Accumu- 
lated unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.   The  department 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.    At  June  30,  1990,  the  department  had  a  leave 
liability  of  $3,532,900. 


Page  53 


Notes  to  Financial  Schedules 


3.      Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).    The  department's  contribution  to 
PERS  was  $2,610,482  in  fiscal  year  1989-90  and  $2,322,380  in 
fiscal  year  1988-89. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.    Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their  appro- 
priation limits.   Thus,  on  an  agency's  schedules,  the  General 
Fund  beginning  and  ending  fund  balance  will  always  be  zero. 


5.      Change  in  Accounting 


During  fiscal  year  1989-90,  the  department,  through  a  direct 
entry  to  fund  balance,  transferred  $5,562,053  in  retained 
earnings  of  the  MSP  Ranch  and  Industries  activity  from  the 
Internal  Service  Fund  to  the  Enterprise  Fund.    The  change  was 
made  to  be  in  accordance  with  generally  accepted  accounting 
principles  because  this  activity  is  not  confined  to  sales  within 
governmental  agencies. 


Land  Valuation 


In  fiscal  year  1988-89  Montana  State  Prison  revalued  land  on 
SBAS  at  current  market  value  of  $4,159,676.    In  fiscal  year 
1989-90  the  land  was  properly  recorded  on  SBAS  at  historical 
cost  of  $690,274.   The  reduction  in  land  valuation  and  change  in 
accounting  discussed  in  note  6  caused  a  reduction  in  fund  bal- 
ance in  the  Internal  Service  Fund  of  $9,823,666  in  fiscal  year 
1989-90. 


Patient  Trust  Account 
Lawsuit 


Under  state  regulations,  the  state  may  bill  patients  for  the  cost 
of  services  provided  through  their  patient  accounts.    In  1976, 
Montana  Legal  Services  filed  a  class  action  suit  against  the 
Department  of  Institutions  challenging  the  legality  of  removing 
these  funds  without  a  guardian's  permission.    The  district  court 
required  Montana  State  Hospital  to  hold  contested  moneys  in 
trust  pending  resolution  of  the  suit.   The  status  of  the  two 
groups  of  patient  trust  accounts  involved  in  the  lawsuit  is  as 
follows: 
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There  are  28  decendent  accounts  remaining  unsettled  of  the 
original  49  decendent  accounts  of  the  first  group.   The  state 
has  not  been  granted  the  principal  in  these  accounts  because 
a  claim  was  not  filed  before  the  patient  had  been  dead  for  3 
years.   However,  the  department  has  filed  creditor  claims 
against  these  accounts  for  any  decedent  with  no  heirs  so 
that  the  principal  will  escheat  to  the  Department  of  Reve- 
nue.  The  claims  against  the  remaining  28  accounts 
amounted  to  $42,331  at  June  30,  1990.    During  fiscal  year 
1989-90,  the  state  received  $28,501  for  the  care  and  main- 
tenance of  the  former  patients,  now  deceased,  while  their 
benefits  were  being  held  in  escrow  in  accordance  with  the 
court  order. 

The  second  group  consists  of  1 3  unsettled  accounts.   The 
settlement  consists  of  $2,200  per  account  to  be  used  for  a 
prepaid  burial,  $800  going  to  each  patient,  and  the  balance 
reverting  to  the  state's  General  Fund.   The  owners  of  three 
of  these  accounts  cannot  be  located  and  the  department  has 
taken  measures  to  have  the  funds  escheat  to  the  state.   The 
remaining  10  accounts  are  for  deceased  patients.   The 
department  has  filed  creditor  claims  against  these  accounts 
so  that  the  funds  will  escheat  to  the  state  if  no  heirs  exist. 
At  June  30,  1990,  the  balance  in  these  accounts  amounted 
to  $30,063. 


8.      Study  of  Montana  State 
Hospital 


The  52nd  Legislature  passed  legislation  which  will  create  a 
committee  on  the  Montana  State  Hospital  at  Galen  and  at  Warm 
Springs.   The  committee  will  conduct  a  study  of  the  past,  cur- 
rent, and  potential  future  use  of  the  Montana  State  Hospital. 
The  committee  is  required  to  report  the  study's  findings  to  the 
53rd  legislature.   The  report  must  include  the  findings  and 
conclusions  of  the  study  and  a  detailed  listing  of  all  of  the 
options  identified  by  the  committee  for  the  current  and  con- 
tinued use  of  the  Montana  State  Hospital. 


9.     Cash  Transfer 


In  fiscal  years  1988-89  and  1989-90  the  department  received 
cash  transfers  of  $3,203,087  and  $3,335,580,  respectively,  in  the 
Special  Revenue  Fund.   These  transfers  represent  earmarked 
alcohol  tax  money  collected  by  the  Department  of  Revenue. 
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10.    Medicaid  Certification 


In  February  1991  the  Montana  Department  of  Health  and 
Human  Services  (HHS),  in  conjunction  with  the  federal  Health 
Care  Financing  Administration,  performed  an  annual  licensing 
and  Medicaid  certification  evaluation  of  the  Montana  Develop- 
mental Center.   The  certification  team  found  the  center  was 
deficient  in  some  of  the  requirements  necessary  for  participation 
in  the  Medicaid  program.    If  MDC  is  decertified  for  Medicaid, 
it  may  result  in  an  annual  loss  of  service  fee  revenue  of 
approximately  $7  million. 


11.   Litigation 


Patients  and  former  patients  of  the  Montana  State  Hospital  have 
brought  a  class  action  lawsuit  against  the  department  over  the 
quality  of  care  provided  by  the  hospital.   The  plaintiffs  are 
requesting  approximately  $7.5  million  in  damages  and  attorney 
fees.    Personnel  from  the  Tort  Claims  Division  of  the  Depart- 
ment of  Administration  indicated,  if  the  plaintiffs  prevail, 
damages  and  attorney  fees  would  be  paid  out  of  the  state's  self- 
insurance  fund  and  would  not  be  a  liability  of  the  Department 
of  Institutions. 
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DEPARTMENT  OF  INSTITUTIONS 


STATE  OF  MONTANA 


1539    MTH    AVENUE 


HELEN  A, MO  N  TAN  A    S9620    1301 


May  6,  1991 


-8 


Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  MT   59620 

Mr.  Seacat: 

We  have  reviewed  the  audit  report  prepared  by  the  Office  of 
the  Legislative  Auditor  for  the  Department  of  Institutions, 

The  report  provides  a  very  welcome  service  and  is  sincerely 
appreciated. 

Our  responses  to  the  recommendations  are  attached. 

Sincerely, 


Q^     ^3^ 


^ISHOLM,  Director 
Department  of  Institutions 


Attachment 
CC/BD/jeb 
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DEPARTMENT  OF  INSTITUTIONS 
AUDIT  RECOMMENDATION  RESPONSE 

Recommendation  #1 

We  recommend  the  department  review  interim  rates  for  cost-based 
units  and  request  rate  changes  in  accordance  with  state 
regulations. 

Response : 

Concur.  Department  personnel  have  worked  closely  with  SRS 
officials  in  establishing  the  cost  based  units,  92-93  biennium 
rates  are  based  on  projected  budgeted  costs.  These  rates  will  be 
reviewed  for  accuracy  in  July  of  each  year  and  if  appropriate,  the 
department  will  request  a  review  of  its  ICF/MR  rates  in  accordance 
with  ARM  46.12.1210(1).  In  addition,  the  department  will  formally 
request  that  SRS  amend  ARM  46.12.1111(3)  in  order  to  provide  for 
annual  IMD  rate  rebasing,  to  be  effective  07-01-91,  or  earlier  if 
possible. 

Recommendation  #2 

We  recommend  the  department  request  the  Department  of  Social  and 
Rehabilitation  Services  to  perform  timely  Medicaid  settlements  for 
the  cost-based  institutions. 

Response; 

Concur.  In  the  future,  the  department  will  formally  request  cost 
report  settlement  notices  from  SRS  for  cost  based  units  prior  to 
the  ending  of  each  subsequent  cost  reporting  year. 

Recommendation  #3 

We  recommend  the  department: 

A.  Implement  procedures  to  bill  for  medicaid  per  diem  within  five 
days  after  the  end  of  each  month. 

B.  Work  with  SRS  personnel  to  investigate  alternative  billing 
practices  which  would  provide  more  timely  cost  recovery. 

Response; 

A.  Concur.  The  department  will  change  Medicaid  claim  procedures 
allowing  nursing  facility  per  diem  claim  preparation  to  occur 
within  five  working  days  after  the  end  of  each  month. 
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B.  Concur.  The  department  will,  with  SRS  involvement, 
investigate  the  feasibility  of  alternative  billing 
arrangements  including  that  of  implementing  a  prospective  per 
diem  billing  cycle. 

Recommendation  #  4 

We  recommend  the  department  implement  procedures  to  ensure  all 
billable  services  provided  to  residents  are  entered  into  the 
billing  system. 

Response ; 

Concur.  Since  the  "reasonableness  test"  implemented  as  a  result 
of  the  prior  biennium  audit,  did  not  reveal  any  significant 
reporting  variances  from  month  to  month,  the  department  thought  it 
had  corrected  this  problem;  however,  in  view  of  recent  findings  by 
the  LAO  staff  in  this  audit,  the  department  will  designate 
personnel  at  each  institution  to  be  responsible  for  ensuring  that 
all  services  charted  to  a  patient's  medical  record  are  verified  as 
being  reported  to  central  office. 

Recommendation  #5 

We  recommend  the  department  determine  the  feasibility  of 
establishing  a  system  that  establishes  ancillary  service  fees  based 
on  the  cost  of  providing  the  services. 

Response; 

Concur.  The  department  will  contract  with  a  CPA  firm  for  their 
analysis  and  recommendations  concerning  the  economic  feasibility 
of  establishing  a  system  which  calculates  ancillary  service  fees 
based  on  the  budgeted  cost  of  services. 

Recommendation  #6 

We  recommend  the  department: 

A.  Ensure  each  facility  establishes  adequate  procedures  to  verify 
charges  billed  by  the  contract  pharmacy. 

B.  Ensure  physical  security  of  the  drugs  at  Montana  State 
Hospital  is  maintained. 

Response; 

A.  Concur.  The  Montana  State  Hospital  and  the  Montana  Veterans' 
Home  will  be  instructed  to  implement  procedures  similar  to 
those  used  by  the  Center  for  the  Aged  or  the  Montana 
Developmental  Center  for  verifying  drug  charges  billed  by  the 
contract  pharmacy.  Projected  implementation  date  -  07/01/91. 
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B.  Concur.  The  Montana  State  Hospital  will  request  HPI  complete 
a  maintenance  check  on  all  medication  carts  to  ensure  all 
locking  mechanisms  are  in  working  order.  In  addition,  nursing 
supervisory  staff  will  follow-up  to  ensure  all  carts  are 
lockable  and,  in  fact,  locked  when  not  in  use,  and  that  only 
those  staff  with  an  absolute  need  have  access  to  the 
medication  rooms. 

> 

Recommendation  #7 

We  recommend  the  Montana  Mental  Disabilities  Board  of  Visitors: 

A.  Require  that  all  receipts  and  trip  reports  be  returned  to  the 
board  for  reconciliation. 

B.  Require  Montana  State  Hospital  personnel  to  sign  for  patient 
account  checks  to  ensure  accountability. 

Response; 

Responses  to  be  developed  and  submitted  by  the  Montana  Mental 
Disabilities  Board  of  Visitors. 

Recommendation  #8 

We  recommend  the  Montana  Mental  Disabilities  Board  of  Visitors 
establish  procedures  to  ensure  patients  are  eligible  for  Medicaid 
in  accordance  with  federal  regulations. 

Response; 

Response  to  be  developed  and  submitted  by  the  Montana  Mental 
Disabilities  Board  of  Visitors. 

Recommendation  #9 

We  recommend  the  department: 

A.  Reconcile  equipment  inventory  counts  to  its  accounting  records 
as  required  by  state  policy. 

B.  Establish  procedures  to  update  its  fixed  asset  records  in  a 
timely  manner. 

C.  Provide  appropriate  training  to  personnel  responsible  for 
counting  inventory. 

D.  Ensure  equipment  is  tagged  as  required  by  state  policy. 
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Response: 

A.  Concur.  MDC  has  been  instructed  to  reconcile  its  FY90 
equipment  inventory  to  its  SIMS  records  as  soon  as  possible. 
Projected  implementation  date  -  06/30/91. 

B.  Concur.  MDC  will  develop  procedures  which  emphasize  the 
involvement  of  area  supervisory  staff  in  annual  equipment 
inventory  counts.  Accounting  staff  can  then  be  used  to 
reconcile  the  equipment  inventories  to  the  property  records. 
Projected  implementation  date  -  08/01/91. 

C.  Concur.  Although  specialized  training  concerning  the  use  of 
the  PAMS  is  not  available  through  the  state,  the  Professional 
Development  Center  does  provide  a  standard  class  on  the 
property  accounting  system.  The  PDC  will  be  contacted  and 
arrangements  made  to  provide  this  training  at  the  institutions 
as  required.  In  addition,  the  department  will  attempt  to 
locate  an  organization  which  provides  training  on  effective 
inventory  taking  procedures.  Projected  implementation  date  - 

08/01/91. 

D.  Concur.  Responsibilities  have  been  reallocated  to  allow  for 
more  staff  time  for  PAMS  processing. 

Recommendation  #10 

We  recommend,  the  department  strengthen  internal  control  procedures 
related  to  inventory. 

Response; 

Concur.  Montana  State  Hospital,  Montana  Developmental  Center  and 
Montana  State  Prison  will  separate  the  custody  and  recordkeeping 
functions  of  their  warehouse.  Montana  Developmental  Center  will 
assign  a  different  employee  to  perform  the  ordering  and  another 
employee  the  receiving  function.  Montana  State  Hospital  will  assign 
an  employee  from  the  business  office  to  assist  and  observe  the 
taking  of  physical  inventories.  Beginning  6/30/91,  the  completed 
inventory  count  sheets  will  be  provided  to  the  business  manager  at 
Montana  State  Prison  and  Montana  Developmental  Center  instead  of 
the  warehouse  supervisor. 

Recommendation  #11 

We  recommend  the  department  develop  procedures  at  Montana 
Developmental  Center  to  ensure  all  purchases  of  supplies  and 
equipment  are  approved  by  the  fiscal  services  director. 
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Response : 

Concur.  The  Montana  Developmental  Center  will  ensure  that  the 
fiscal  services  director  has  approved  all  purchases  of  supplies  and 
equipment  and  a  copy  of  the  approved  store  order  is  attached  to 
each  billing  invoice  before  payment  is  made. 

Recommendation  #12 

We  recommend  the  department  establish  effective  procedures  to 
ensure  cash  is  deposited  in  a  timely  manner  as  required  by  state 
law. 

Response ; 

Concur.  The  Montana  Developmental  Center,  Swan  River  Forest  Camp, 
Center  For  the  Aged,  Montana  State  Hospital  and  Women's  Life  Skills 
Center  are  now  aware  of  the  deposit  law  and  will  make  timely 
deposits  as  required.  Effective  immediately. 

Recommendation  #13 

We  recommend  the  department  implement  procedures  to  improve 
controls  over  the  collection  and  safeguarding  of  cash. 

Response ; 

Concur.  The  department  will  implement  procedures  to  improve 
controls  over  the  collection  and  safeguarding  of  cash.  Beginning 
immediately,  the  Montana  State  Hospital  will  require  the  patients 
to  restrictively  endorse  checks  and  receipts  will  be  written  for 
any  cash  received.  The  parole  officers  no  longer  collect 
restitution  payments  from  parolees  and  probationers.  The  resident 
checks  received  in  the  business  office  at  Swan  River  will  be 
stamped  with  a  restrictive  endorsement. 

Recommendation  #14 

We  recommend  the  department  implement  procedures  at  Swan  River 
Forest  Camp  to  more  effectively  segregate  duties  of  personnel 
responsible  for  resident  accounts. 

Response ; 

Concur.  The  Swan  River  Forest  Camp  employee  responsible  for  the 
safeguarding  of  cash  until  it  is  deposited  and  the  recording  of 
resident  account  activity  will  continue  with  these  duties  as  well 
as  the  bank  reconciliation.  However,  the  bank  reconciliation  will 
be  reviewed  by  the  Superintendent.  The  employee  will  no  longer  do 
bank  deposits. 
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Recommendation  #15 

We  recommend  the  department  establish  a  control  system  at  Montana 
State  Hospital  over  the  issuance  of  keys  to  employees  at  its 
facilities . 

Response; 

Concur.  The  Montana  State  Hospital  will  implement  a  control  system 
over  the  issuance  of  keys  to  employees  at  the  facility.  An 
inventory  of  keys  will  be  performed  and  a  standard  uniform 
procedure  for  issuing  and  accounting  for  the  keys  will  be 
implemented . 

Recommendation  #16 

We  recommend  the  department  implement  procedures  to  ensure  that 
Central  Payroll  receives  only  approved  payroll  information. 

Response: 

Concur.  The  Information  System  Bureau  in  Central  Office  will  print 
a  copy  of  the  payroll  from  the  disks  before  the  information  is  sent 
to  Central  Payroll.  This  copy  will  be  sent  to  the  payroll 
supervisors  for  comparison  against  the  signed  hard  copy  of  payroll 
that  was  sent  to  Central  Payroll.   Effective  7/1/91. 

Recommendation  #17 

We  recommend  the  department  work  with  the  Department  of 
Administration  to  establish  state  policy  related  to  the 
abandonment,  maintenance,  and  transfer  of  institution  buildings. 

Response; 

Concur.  The  department  will  work  with  the  Department  of 
Administration  to  help  establish  state  policy  relating  to  the 
abandonment,  maintenance  and  transfer  of  institution  buildings. 

Recommendation  #18 

We  recommend  the  department  establish  written  procedures  at  Montana 
State  Hospital  for  the  patient  employment  program  to  ensure  the 
program  complies  with  current  federal  regulations. 

Response; 

Concur.  Current  laws  and  policies  will  be  reviewed  and  revised  as 
necessary  to  ensure  compliance  with  federal  regulations  relating 
to  patient  employment. 
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Recommendation  #19 

We  reconunend  the  department  report  all  allegations  of  resident 
abuse  at  Montana  Developmental  Center  in  accordance  with  state  law. 

Response: 

Concur.  The  department  will  report  all  allegations  of  resident 
abuse  at  the  Montana  Developmental  Center  to  the  Mental 
Disabilities  Board  of  Visitors  and  the  Developmental  Disabilities 
Advisory  Council  in  accordance  with  state  law. 

Recommendation  #20 

We  recommend  the  department  report  all  taxable  income  provided  to 
employees  on  Form  W-2  in  accordance  with  IRS  regulations. 

Response; 

Concur.  The  department  will  report  all  taxable  income  provided  to 
employees  on  Form  W-2  in  accordance  with  IRS  regulations. 
Effective  07/01/91. 

Recommendation  #21 

We  recommend  the  department  record  operating  plans  on  the  Statewide 
Budgeting  and  Accounting  System  in  compliance  with  state 
appropriation  laws . 

Response ; 

Concur.  The  department  will  allocate  all  operating  plans  on  the 
Statewide  Budgeting  and  Accounting  System  in  compliance  with  state 
appropriation  laws . 

Recommendation  #22 

We  reconunend  the  department: 

A.  Follow  state  policy  at  the  Montana  State  Prison  related  to  the 
use  of  the  contingent  revolving  fund. 

B.  Consider  whether  the  authorized  amount  of  the  contingent 
revolving  fund  at  the  Montana  State  Prison  is  excessive  based 
on  the  needs  for  unanticipated  expenses. 

Response; 

A.  Concur.  The  Montana  State  Prison  will  use  the  contingent 
revolving  fund  for  unanticipated  expenses  only. 
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B.  Concur.  The  Montana  State  Prison  will  re-evaluate  the  need 
for  a  $5,000  contingent  revolving  fund  after  utilizing  the 
direct  state  warrant  procedure  for  a  short  period  of  time. 

Recommendation  #23 

We  recommend  the  department  ensure  travel  expense  reimbursements 
are  allowable  according  to  state  laws  and  regulations. 

Response ; 

Concur.  The  Montana  State  Prison  and  Swan  River  Forest  Camp  will 
ensure  travel  expense  reimbursements  are  allowable  according  to 
state  laws  and  regulations . 

Recommendation  #24 

We  recommend  the  department  establish  procedures  to  improve  the 
review  of  accounting  documents  to  ensure  the  financial  activity 
recorded  on  SBAS  is  in  accordance  with  state  law  and  policy. 

Response : 

Concur.  The  department  will  establish  procedures  to  improve  the 
review  of  accounting  documents  and  decrease  the  number  of  errors 
recorded  on  the  state's  accounting  system. 

Recommendation  #25 

We  recommend  the  department  investigate  at  the  Center  for  the  Aged 
the  possibility  of  investing  some  of  the  residents'  savings  in  a 
certificate  of  deposit. 

Response ; 

Concur.  The  department  will  investigate  the  appropriateness  of 
selectively  investing  some  of  the  resident  savings  in  a 
certificate  of  deposit. 
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#tate  of  fflantana 
®fficp  ai  the  (Soutrnor 

Selena,  fHontana  39G20  _  y  jgq| 

406-444-3111 


STAN  STEPHENS 

GOVERNOR 


May   6,    1991 


Mr.  Wayne  D.  Guazzo 

Audit  Manager 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT   59620 

Dear  Mr.  Guazzo: 

Following  are  our  response  to  your  recommendations  to  the  Mental 
Disabilities  Board  of  Visitors  included  in  the  final  report  on 
the  audit  of  the  Department  of  Institutions. 

Recoitunendation  #7;   We  recommend  the  Montana  Mental  Disabilities 
Board  of  Visitors: 

A.  Require  that  all  receipts  and  trip  reports  be  returned  to 
the  board  for  reconciliation. 

B.  Require  Montana  State  Hospital  personnel  to  sign  for  patient 
account  checks  to  ensure  accountcibility. 

Response:   We  concur. 

A.  Beginning  immediately,  the  Board  will  no  longer  write  checks 
directly  to  patients.   We  will  require  that  checks  be 
written  only  to  vendors  specifically  identified  by  hospital 
personnel,  and  we  will  no  longer  accept  estimated  costs. 

For  example,  if  hospital  personnel  decide  that  a  chair 
should  be  purchased  with  patient  funds,  we  will  require  the 
name  of  the  store  and  a  firm  price  before  we  disburse  funds. 

We  will  require  that  receipts  be  returned  to  the  Board 
within  three  working  days  after  the  funds  are  disbursed,  and 
will  follow  up  with  written  reminders  to  hospital  staff  and 
supervisory  personnel  if  documentation  is  not  provided 
during  that  time. 

B.  Immediately  preceding  the  audit  exit  conference,  the  Board 
began  requiring  hospital  personnel  to  sign  for  patient 
account  checks. 
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Recommendation  #8:   We  recommend  the  Montana  Mental  Disabilities 
Board  of  Visitors  establish  procedures  to  ensure  patients 
are  eligible  for  Medicaid  in  accordance  with  federal 
regulations. 

Response;   We  concur. 

As  a  result  of  the  1990  audit  of  the  Governor's  Office,  the 
Mental  Disabilities  Board  of  Visitors  contracted  for 
development  of  a  computer  software  program  to  account  for 
patient  funds.   The  program  was  principally  developed  to 
automate  manual  record-keeping  for  the  more  than  100 
individual  accounts  for  which  the  Board  is  responsible. 

The  program,  in  addition  to  tracking  all  activity  in  the 
accounts,  will  generate  a  warning  report  and  listing  when 
patients  are  within  $200  of  Medicaid  limitations.   The 
report  will  be  available  at  any  time  during  the  month,  so 
will  allow  timely  monitoring  of  patient  assets. 

We  had  originally  planned  that  this  program  would  be  in  use 
by  June  30,  1991.   Depending  on  development  time,  this  may 
be  moved  back  until  August  30,  1991. 

Sincerely, 

lie 

Steve  Yeg^kel 
Chief  of  Staff 
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